








The Economist 


October 29, 1949 





THE LONDON LIBRARY, 
ST. JAMES'S SQUARE, 
LONDON, 8.W.1. L- 





Established 1843 


One Shilling 





LEADING ARTICLES 
Salvation by Fleabite - - - 
A Policy for Efficiency - - - 
The Future of OEEC - - - - 
The New Hospital Service - - 


NOTES OF THE WEEK - - - 


Political Economy; TUC in Travail; 
Economies in Education; Low Bid from 
Berlin; The Passing of JEIA; Three 
Peace Treaties in Search of a Judge ; Pro- 
gress in the Gold Coast ; Second Thoughts 
on National Parks ; Another New Town ; 
Israel’s Dependence on America ; General 
Franco in Lisbon ; Timber from Eastern 
Europe ; The Rise of Malenkov ; Sickness 
in Royal Ordnance Factories ; Punishment 
and Reform, 


LETTERS TO THE EDITOR - - 


BOOKS AND PUBLICATIONS - 


AMERICAN SURVEY 


Dr Nourse and the Budget - 


Fair Deal Postponed; The Navy Tor- 
pedoed ? ; Congress Courts the Farmer ; 
Stronger Dose for Shipping ; More Taxes ? 


THE WORLD OVERSEAS 
First Aid for Berlin - - - 
Can the Arab Refugees Survive ? ; 
Western Union in the Field. 


THE BUSINESS WORLD 
Cuts Without Policy- - - - 


BUSINESS NOTES- - - - = 


Four per cent; How Big is the External 
Deficit ?; No Stiffening of Short-Term 
Rates ; Control of Bank Advances ; Action 
on the Balances ?; Bonus Issues Ban ; 
Oil Prices Raised; Improvement in 
Exports ; Stcel for Cars; Australia and 
the Fund; Trading in Tin; Shorter 
Notes. 
INTERNATIONAL BANKING 

SURVEY - - = <= = - = 


COMPANY MEETINGS - - - 
INVESTMENT STATISTICS - - 
STATISTICAL SUMMARY - - 


Vol. CLVII No. $340 


929 
93° 
932 
934 


935 


943 


947 


952 


957 


967 
979 
982 
983 


THE ECONOMIST, 22, Ryder Street, James’s 
London, S$.W.1. > Te : ‘ejhischiati 1521. 


elephone 
5 ANNUAL POSTAL SUBSCRIPTION 
Registered as a Newspaper. Entered 
Matter at the New York, N.Y., Post Office. 


se gecont Class Mail 


Salvation by Fleabite 


ea opinion has been very quick to tell the Government what 

it thinks of their latest attempt to create the appearance of an 
economic policy. Mr. Attlee evidently administered a shock to the 
British people on Monday far more profound than would have been 
occasioned by even the most drastic programme of real sacrifices and 
impositions. Ministers themselves in recent weeks had been busy 
creating the expectation of drastic decisions to come. But all that 
emerges is a catalogue of fleabites. Yet the public surprise is itself 
surprising. It shows how incorrigible the ordinary Englishman is 
in his belief that His Majesty’s Government must, by definition, be 
capable of governing. There was never any reason to suppose that 
Ministers had changed their characters overnight, or that they were 
prepared to make the admission of error that would be involved in a 
change of course. They were not trying to do more than adjust the 
statistical estimates for the direct effects of devaluation. 


In point of fact, the economies now announced are certainly in- 
adequate to perform even this narrowly conceived task. Even if the 
total were a genuine and immediate £280 million, that would not be 
enough to offset the inflationary effect of higher prices, fewer imports 
and larger exports. But the £280 million is certainly not immediate— 
it is not to mature until various dates in 1950; and if the fate of past 
efforts of the sort is anything to go by, it may never mature at all. 
However, it is not the figures that matter now so much as 
the policy, or lack of policy, behind them. From this point 
of view, there are a few crumbs of comfort to be found in Mr 
Attlee’s statement. There is, at long last, the first tiny evidence of a 
willingness to change folicies that have been proved mistaken—this is 
the symbolic significance of the shilling charge for prescriptions. 
There is a first sign of willingness to. take a subsidy off without the 
permission of those who benefit from it—though it remains to be 
seen how firm Ministers stand after they hear from the farmers. 
There are no increases in taxation——not even one of those vicious 
thrusts at the rich and the middle classes with which Ministers have: 
hitherto been wont to season their appeals for national unity. Under 
extreme pressure, even this Government can be brought to budge an 
inch or two. ‘“* Had we but world enough, and time,” they might even 
be brought to a policy. 


But we have no time. The nation is already living on an overdraft 
of time, and the limit is very near. Yet, for all that, we apparently. 
still have six mortal months more to drag out, drifting as the hurricane 
rises, without a captain on the bridge or a hand on the wheel. The’ 
only solace, if it be one, is that, with every day that passes, the issues 
at the coming general election are more certainly being narrowed down 
to the one basic question, not of who gets what out of the purser’s till, 
but of where the men can be found who have the skill to steer a course, 
and the courage to stick to it. 
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HE problem of British economic policy, as earlier 
articles have argued, is to restore to the public 
consciousness a lively concern with the ef-ciency of the 
economic mechanism without losing sight of the two 
other objectives, which can be summarily labelled full 
employment and social justice. It is the qualification that 
makes this a policy of the Left. So many political land- 
marks have disappeared in recent years that possibly 
there is a sincere attachment in all parties to full empiloy- 
ment and to social justice ; perhaps we are now all on 
the Left. But it is at least equally possible that the 
ideas of the Right are not quite dead. There may still 
be people who prefer a fluctuating economy to a stable 
one (or who, at least, are unwilling to pay any political 
price for stability) and who are not attracted by the ideal 
of diminishing the inequality of incomes and property. 
There is a great deal of logic behind such views. But 
they do not inspire the present inquiry. The purpose 
of the present series of articles is to try to reason out 
the policy that is best designed to preserve as much as 
possible of the gains of the Left in recent years. Indeed, 
they are inspired by the belief that this is the last chance 
of so doing, that if a radical solvent of the creeping 
paralysis that now frustrates the British economy is not 
quickly found, full employment and social justice will 
have to go to the wall in a mad scramble to secure, at 
any cost, enough efficiency to survive. 


* 


The object is economic efficiency. This involves a 
high standard of productivity, but it involves much more 
as well, since a nation is hardly efficient if it is mak ° 
enormous quantities of things that cannot be sold. Price 
comes into efficiency ; but even productivity pius price 
is not a comprehensive definition. That economy is 
efficient which is patently in command of its market, 
which supplies goods and services at prices low enor 
(relatively to the incomes of the purchasers) for demand 
to be constantly tempted onwards, which is moving 
round the rising spiral of low prices, high demand, 
satisfactory profits, high investment, rapidly improving 
technology, high output per head, rising wages and still 
further expanding demand. This sort of economic 
efficiency arises from the most effective combination of 
the basic factors of production ; it is secured by bringing 
labour, capital and enterprise together in ever more 
productive combinations. The one essential condition 
of its existence is mobility and adaptability of resources. 
Unless both labour and capital are free to move to where 
they can more productively combine, there can be no 
experiment and no progress. This, then, is the first con- 
dition of efficiency—freedom to move. But freedom by 
itself is not enough. There is no natural tendency for 
labour and capital to come together productively. 
Indeed, there is no natural tendency for human beings 
to put out the effort that produces labour or to practise 
the thrift that produces capital. In addition to freedom 
to move, there must also be some motive force to move 
in the right direction. A nation that wishes to be efficient 
must not only permit its labour and capital to move in 
search of efficiency, it must put pressure on them to do 
so. If the last four years have proved anything at all, 
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A Policy for Efficiency 


it is that neither Ministerial exhortation nor bureaucratic 
planning schemes provide sufficient pressure. This 
does not mean that the dream of the purposively directed 
economy must be abandoned ; but it docs mean that it 
cannot proceed either by prayer or by command. 
Self-interest is not the only motive that stirs in the 
human breast ; but the attempt to get along without it 
has been a miserable failure and it will have to be 
recalled. The only way to get capital and labour to 
move to where they are wanted is to make it worth their 
while to do so. These incentives to movement are not 
wanted merely between one industry and another. It 
is just as important within each industry to get the work 
and the capital and the raw materials into the hands 
of those who work efficiently. The means to efficiency 
is, in every walk of life, to let the best man win. 


This can be done only if there is freedom of prices 
and wages and incomes to move. This, then, must be 
the primary object of an economic policy that seeks 
efficiency. The price controls of all kinds, including the 
control on the movement of wages, are the enemy. The 
path to efficiency lies through the destruction of as many 
of them as can be contrived, without infringing the basic 
requirements of social security. 


But simply to abolish all price controis while the. 
present state of inflation continues would be to invite 
disaster. Inflation is, by definition, a state in which the 
demand for everything (or almost everything) exceeds 
the supply. To liberate prices in such circumstances 
would merely lead to an all-round increase and the infla- 
tionary spiral would go through several damaging 
revolutions before any substantial adjustment of 
resources to needs took place. Freedom of prices and 
incomes is a necessary condition of efficiency. But 
disinflation—enough of it to re-create a healthy state of 
competition in the economy—is a prerequisite of price 
freedom. 

* 


Thus the two main pillars of a policy are, first, enough 
disinflation to bring total demand slightly below total 
supply, and, secondly, the removal of as many controls 
over prices, wages and incomes as possible—in short, the 
restoration of a competitive market. Perhaps it is as 
well to pause at this point and recall that this is put 
forward as part of a policy for the Left. It would 
undoubtedly be a bitter doctrinal draught for many on 
the Left to swallow. The imperfections of the market 
economy as an adjustment mechanism have been very 
well advertised in the last two generations, and it would 
be foolish to deny that it produces some very odd results, 
especially so long as inherited wealth can make as strong 
a claim upon the market as economic deserts. Indeed, 
it is hardly possible to advocate any restoration of the 
price economy without also proposing an even more 
severe set of restraints upon inheritance than exist today. 
But the essential point for the British Left to grasp m 
1949 is this—that they, are sorely in need of some adjust- 
ing mechanism, that the market economy does the job 
with more successes than failures, and that they have as 
yet utterly failed to find any workable alternative. 


Disinflation and decontrol—in that order—are the 
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two essential elements of policy. But there is a condi- 
tion attaching to each of them. Purely monetary.action, 
designed to reduce the aggregate total of demand below 
the aggregate of supply, will not suffice to restore a com- 
petitive market if it is simultaneously frustrated by the 
whole vast array of restrictive practices, price rings, 
production quotas and general cartelism that has grown 
up in Britain in the past generation. There is little 
point in abolishing official price controls if the private 
price controls remain. Unless there is a real campaign 
against all these manifestations—except the minority 
that can prove a case in the public interest—a policy of 
monetary disinflation will either be ineffective, or else 
will have to go to extraordinary and damaging lengths of 
deflation before it can create the necessary flexibility. 


The other necessary condition is that the offering of 
monetary incentives to efficiency (for that is what the 
liberation of prices would be intended to secure) will not 
achieve its object unless money is worth having—or, 
more accurately, unless additional money income has 
a sufficient real value to serve as an effective incentive. 
There can be no liberation of the economy without a 
substantial reduction in taxation. 


* 


By this process of reasoning, a policy for efficiency 
can be built up consisting of five parts, separate but 
fitting in with each other. These five are here briefly 
recapitulated, in roughly chronological order, and will 
be further considered in later articles: — 


1. A determined disinflation, sufficient to make a job 
worth holding and a profit difficult to come by. It is 
unlikely that this can be achieved without calling in aid 
the traditional weapons of the rate of interest and of 
credit control. 


2. A substantial reduction of taxation, without any 
reduction of the budget surplus—that is, a really signifi- 
cant reduction in expenditure. As a target, the figure 
of 35 per cent of the total of private incomes should be 
aimed at as a maximum for all forms of taxation. 


3. As many as possible of the present governmental 
restrictions on the free movements of prices, wages and 
incomes to be removed. 


4. A really vigorous campaign against all forms of 
combination in restraint of trade. The old bias of the 
common law should be revised and re-stated, and the 
onus of proving a case in the common interest placed 
upon those who wish to practise any form of restriction. 


' O31 


5. The poorest sections of the people to be protected 
against any possible tendency of the liberation of prices 
to drive them below the subsistence level. The reduc- 
tion of taxes on income to be accompanied by new 
restrictions on inheritance. 

* 


The policy here sketched has been argued in terms 
of the domestic economy alone. This has been done ia 
the double belief that Britain’s failure to adjust itself to 
its external difficulties is largely or mainly due to 
rigidities and inefficiencies at home, and that anything 
that is done to restore economic health at home must 
also assist the restoration of the balance of payments. It 
may be as well, however, to relate the ideas here set out 
to the devaluation of the currency which provided the 
occasion for the debate. 


Clearly no such policy as this could have been 
initiated, in its entirety, so long as the pound was held 
at an over-valued level. The liberation of prices, even 
after a real disinflation, is likely to lead, at least in the 
first stages, to many more price and wage rises than falls. 
Experience of the inter-war years showed how very 
strong and passionate are the defences that will be put 
up against any reduction in money rates of wages. This 
means that not many prices can fall very far, at least 
to begin with, and that any general liberation of prices is 
thus likely—again, at first—to mean a rise in the general 
indices. This need not occasion very much alarm, 
because at the second stage, as the compulsions to 
efficiency began to operate, costs—and therefore prices— 
would fall without dragging wages down with them. But 
so long as the pound was over-valued and reserves are 
low, the risks of waiting for the second stage would have 
been too great. 

This is what is meant when it is said that devaluation 
provides an opportunity for unfreezing the British 
economy. It creates some elbow-room within which a 
policy of price liberation can be started and the risk of 
price increases run. The elbow-room would obviously 
have been all the greater if the new rate of the pound 
had not been determined until after the sorting-out pro- 
cess was over. But even with the new fixed rate, the 
margin should be great enough to allow the process to 
proceed—though it will probably be wise to push the 
disinflation rather farther, as a precaution, than would 
have been necessary with a floating rate. The one policy 
that is nonsensical is to have fixity of the exchange rate 
plus just as much fixity of prices and wages as before, 
just because the Cabinet cannot summon up enough 
courage to initiate an effective disinflation. 
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 hsow Organisation for European Economic Co-opera- 

tion, the chosen instrument for turning the 
Marshall-aided nations into a prosperous entity, was, 
even at the original launching, a fragile craft. The sail- 
ing has never been smooth, but in the past few months 
OEEC has run into some really heavy weather. The first 
storm signals appeared with the effort last spring to 
evolve a new intra-European payments scheme that 
would bring more flexibility into the arrangements made 
the year before. After many weeks of tension, a com- 
promise was finally reached, but not before the British 
Government’s seeming intransigence in the matter had 
stirred up widespread bitterness on the Continent. There 
were fresh squalls throughout the summer as the partici- 
pating countries failed to reach agreement on the distri- 
bution of the dollars to be provided by Congress for the 
second Marshall year. It was these difficulties that 
brought Baron Snoy, the chairman of the OEEC Council, 
and M. Marjolin, its Secretary-General, to the point of 
declaring that the dollar gap was “a problem for which 
our organisation can find no solution.” Naturally, the 
crew did not take this cry to mean a call to abandon 
ship and they were, therefore, thoroughly shocked when 
it was discovered that the British bo’sun had slipped 
quietly over the side and made his way to Washington. 
There can, unfortunately, be no doubt that the secrecy 
and the unilateral character of the British devaluation— 
unavoidable though they may have been—have dealt 
European co-operation, and OEEC in particular, a 
crippling psychological blow. 


This series of events has led some critics to proclaim 
that OEEC’s usefulness is ended, and many even of those 
who take a more optimistic view do so only because 
they still regard the Organisation as a useful propaganda 
device for reminding people that European unity should 
be the ultimate goal. To understand why matters have 
come to this pass it is necessary to go back eighteen 
months to the time when the Organisation was formed 
and to recall what its founders had in mind. Their prime 
intention was to create a European body that would 
serve ‘as an opposite number to the Economic Co-opera- 
tion Administration (ECA) in Washington. Its actions 
were to be bound by the same objectives as those laid 
down for ECA when Congress passed the recovery pro- 
gramme. Thus the nineteen Marshall nations, working 
together at OEEC, pledged themselves to expand produc- 
tion, to reduce trade barriers with a view to restoring 
multilateral trade and to establish internal financial stabi- 
hty. These three objectives were straightforward, but 
much of the difficulty has arisen from the fact that there 
is a fourth objective which was not made explicit at the 
start, but has come to have an importance, at least in 
American eyes, equal to all the rest. To many Ameri- 
cans, the special contribution expected of OEEC has 
come to be that of securing a pooling of Europe’s re- 
sources, some tangible proof of “ mutual self-help ” in 
the struggle to regain prosperity. 

On the European side there has always been consider- 
able fogginess about what, in concrete terms, nineteen 
more or less bankrupt nations could contribute to each 
other. The American authorities were equally unsure by 
what exact steps Europe was te help itself, but they 
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were dead certain on one point. OEEC was to be the 
midwife attendant on at least the economic unification 
of Europe. This economic goal was part and parcel of 
a political hope, until recently very popular in some 
American quarters—the creation of a collective Great 
Power, embracing western Europe and, perhaps, Africa 
and the British Commonwealth, and strong enough to 
stand up to Communist encroachments without the con- 
stant need for American reinforcements, economic and 
military. 


* 


In itself, the OEEC is simply a band of civil servants, 
whose authority does not run to policy-making or to 
innovation, and its functions have been limited to a very 
few—to those tasks the Americans have insisted that it 
perform, to those which the nineteen governments were 
willing to relinquish to it, and to the collection of 
statistics and the handing out of advice. Given these 
limitations, the achievements of the Organisation 
have been far from negligible. It produced last winter 
a workmanlike and courageous report on the nature and 
size of the problem of European recovery. It is now 
engaged in making an exhaustive analysis of production 
programmes in western Europe—though what success 
it will meet in curbing the more flagrantly uneconomic 
projects remains to be seen. By far its greatest contri- 
bution, however, has been in the realm of trade. It 
has helped to evolve a payments scheme for Europe 
which, though not ideal, has stimulated the flow of goods 
through long neglected channels, and it is now providing 
the focal point for the first postwar assault on the bhght 
of import quotas. Paris should shortly be the scene of a 
conference where quotas instead of tariffs will be under 
negotiation by the majority of the Marshall nations. 


At this juncture in the history of Europe, however, 
the failures of the OEEC are, perhaps, of greater impor- 
tance than its achievements. These failures are due in 
far larger measure to the shortcomings of the govern- 
ments themselves than to inadequacies among the indi- 
viduals representing them at Paris, and even some of the 
bureaucratic timidity of which the officials in Paris are 
often accused only reflects the unwillingness of the par- 
ticipating countries to become involved in an adventure 
whose results cannot be foreseen. The economic unifica- 
tion of Europe has, in theory, been desired by most, but 
not desired enough for any positive steps to be taken to 
achieve it. It may be—the argument has been stated in 
these columns—that economic unification in Europe 
would contribute very little to the immediate crisis which 
arises out of a shortage of dollars. But if this is so, it 
should have been clearly stated and argued out. As it is, 
policy has drifted into the disastrous position of accepting 
an objective which it does not intend to achieve. As 4 
result, for the Americans at least, the failure of the OEEC 
nations to move toward closer association has been @ 
profound disappointment. 


This disappointment might have been less sharp had 
there been more numerous signs of genuine co-operation 
short of union. The separate nations could surely have 
taken more energetic action individually to strengthen 
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the collective effort. It is a poor advertisement for the 
Marshall plan when the French nation can still claim 
to cover with its exports no more than ten per cent of its 
dollar imports. Another black mark has been the parlous 
state of French domestic finance, corrected early this 
year and now again threatening to get out of hand. 
Equally disquieting has been the tendency of some mem- 
bers to use the argument that union is not a feasible 
course as an excuse for making less than the maximum 
co-operative effort. Here Britain is—or at least appears 
to all its partners to be—one of the chief offenders. And 
its offence is the greater because Britain enjoys on the 
Continent and with the Americans a reputation for politi- 
cal wisdom and economic power far surpassing that held 
by any other European nation. Those who are on the 
inside of British policy claim that no European country 
has either done so much to put its own affairs in order or 
made as many practical suggestions for the expansion of 
intra-European trade as Britain—the recent initiative in 
the matter of import quotas is a case in point. Possibly 
this assertion could be documented ; if so, it certainly 
should be, for British policy has left the universal impres- 
sion, especially in the sphere of international trade and 
finance, that its attachment to bilateralism and airtight 
domestic plans is deeper than its determination to co- 
operate in a return to convertibility and multilateralism. 
As on the home front, tardiness and overstrain on limited 
staffs rather than any deliberate wrong-headedness may 
be the explanation. But when to this impression is added 
Britain’s obvious preference—and often downright ne- 
cessity—for dealing with Washington instead of with 
OEEC, it seems plain to most people on the Continent 
that Britain’s heart lies elsewhere than in European co- 
operation. 
& 


In themselves, the difficulties that have beset OEEC 
are a disturbing sign that something is radically wrong 
—either with the original concept for co-operation, or 
with its execution. These troubles and uncertainties can 
no longer be shelved, since there is a distinct risk that 
without more tangible and colourful evidence of co- 
operation in Europe, Congress will not vote a third instal- 
ment of Marshall aid. This fact explains the dejected 
stocktaking of OEEC and the earnest review of its func- 
tions now proceeding in Paris, Washington, and London. 

Only the most tentative remedies have so far been 
advanced. The first is that OEEC should be relieved of 
the job of allocating dollars, which would be handed back 
to the Americans. There are also a number of proposals 
in the air for encouraging small groups of nations to move 
toward a monetary union with the view to securing con- 
vertibility among themselves at an early stage. The 
chances for success in these undertakings ate thought to 
be greater if their membership is kept small—as opposed 
to the cumbersome numbers of OEEC—and if they are 
confined to the Continent, where there is a stronger anti- 
pathy against controls than in Britain. 

Whatever decisions are taken, OEEC, as originally 
conceived, is moribund. This is a condition that the 
Council of the Organisation when it meets at the end of 
this month will have to recognise, examine and prescribe 
for. Whether or not “ unification,’ or anything 
grandiose enough to deserve the title, was a practical 
possibility in 1947, there is no doubt about the disap- 
pointment that American opinion feels, and that Congress 
will express, at the failure to attain it. Whether or not 
the British Government has done all that it might have 
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done to advance the cause of co-operation, there is no 
doubt that the result will be profoundly harmful to 
British interests. For the reaction on American policy 
will either be towards writing Europe off as more trouble 
than it is worth, or else towards leaving Britain out of 
America’s European policies. The third possible course, 
which British official opinion has always hankered after— 
that American aid should be addressed to the European 
states individually, leaving “ unification” to be pursued 
as a long-term project—may have a great deal of logic 
behind it, but is by now psychologically out of court. 

Is there nothing that can be saved from the wreck ? 
The answer is that there is plenty of material for a fruit- 
ful compromise between the idealist, utopia-in-a-hurry 
attitude of many Americans, with which the Continentals 
agree in their speeches, and the practical, sceptical 
attitude of the British Government which (as Whitehall 
insists) is all that can be seen in the actual proposals of 
the Continental governments. One arm of this com- 
promise would be a disposition to admit that, without 
prejudice to wider objectives, the subjects that are 
actually on the immediate European agenda are not 
projects of “unification” but rather an.attempt to get 
back to the conditions of 1938, at least so far as concerns 
the convertibility of currencies and the liberation of trade 
from quantitative restrictions. If this be “ unification,” 
then Europe—west of Dr Schacht—was unified before 
the war. 

The other arm of the compromise is that the British 
Government should put its heart, and its back, into 
achieving at least this degree of “ unification ”— 
“ de-atomisation ” would be a much more accurate and 
not much uglier description—over as wide a range and 
with as short a delay as possible. Not only should it 
do so ; it should leave no room for doubt that this is its 
determination. It may be that the attempt has been 
made before—without success—though nobody appears 
to have noticed that it was made. In any event, it must 
be made again. Circumstances have changed. The 
pound has been devalued, putting a very large additional 
tariff barrier round the non-dollar world. Moreover, 
willingness, both in America and on the Continent, to 
accept more limited projects—that is, projects limited 
to the possible—has grown. Europeans are beginning to 
realise that Britain simply cannot afford to accept schemes 
that would have the effect of draining away its last 
reserves of gold and dollars, and that projects for the 
inter-convertibility of European currencies must there- 
fore, at least for the time being, exclude their converti- 
bility into dollars. Fortunately, the American insistence 
on maintaining the non-discriminatory provisions of the 
Loan Agreement and other treaties—provisions which, if 
enforced, would prevent any purely European arrange- 
ments for convertibility or freer trade that were not 
immediately extended to cover the dollar and American 
goods—is sensibly weakened and might even be tacitly 
withdrawn. 

There are possibilities of making real progress. in 
reviving European trade by co-operative action. One of 
the essential ingredients is a willingness in London to 
review the whole of British policy, and the attitudes 
through which it is expressed. There should be the 
greater willingness to undertake this because the alterna- 
tives are not merely the collapse of an idealist’s pipe- 
dream, but the practical disaster for Britain of finding 
itself forced into an isolation that would be as poverty- 
stricken as it was inglorious. , 
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The New Hospital Service 


#2 hospitals have, after all, been spared the axe. 
Although the cost of running them accounts for 
about two-thirds of the total spent on the national health 
service, there is not only to be no reduction in the Budget 
estimate for the present year, but that estimate is 
certain to be exceeded because, for one thing, of the 
increases in medical and nursing salaries that have taken 
place since it was drawn up. There may have been good 
administrative reasons why, at this late date in the finan- 
cial year, no reduction could be made in the expenditure 
on the hospitals. But it should have been possible to 
introduce a small charge to patients to cover at least 
some of the cost of their food during their stay in 
hospital. Once the principle of making a charge had 
been conceded, by imposing a charge of up to one shilling 
for prescriptions, the opportunity should have been taken 
of relieving the taxpayer of part of the cost of board and 
lodging, which, after all, is not part of hospital treatment. 


Exemption from the cuts will, however, relieve the 
minds of the hospital authorities considerably. After all 
the chopping and changing that have already taken place 
in their budgets for the present financial year, a cut at 
this stage would have upset even the best-established 
administration. The new hospital machinery, on the 
other hand, is still being run in and is still not running 
smoothly. How could it when it had to follow a number 
of such contradictory principles ? For instance, the 
boards of governors of teaching hospitals, the regional 
boards and the hospital management committees are 
expected to have considerable freedom from depart- 
mental control. Yet the Minister of Health has to 
account to Parliament for the public money spent on the 
hospitals, which means that his supervision of their 
activities must be fairly close. Again, the management 
committees are appointed by the boards and are their 
agents for the day-to-day administration of the hospitals ; 
yet, by the wish of Parliament, they are supposed to have 
a free hand in their own sphere—as is emphasised by the 
separate corporate status given to them. Again, the main 
reason for setting up regional boards was to enable the 
hospital services to be planned and co-ordinated ; yet it 
can never be forgotten that the hospitals are there to 
serve the patients and not the planners. 

* 


The mass of circulars issued by the Ministry of Health 
to boards and committees since July 5, 1948, should be 
regarded in the light of these contradictions. A recent 
circular, for instance, dealing with this question of 
grouping and co-ordinating hospital services, goes a long 
way in the direction of unplanning. Strong public pro- 
test has sometimes been aroused when boards of 
governors or regional boards have declared their inten- 
tion of changing the use of a hospital, and the Ministry 
has, therefore, declared that before taking such a step the 
boards would do well to hear the views of the public 

particularly where it is proposed to use a small local general 

hospital for other purposes, since the local loyalty that such 
hospitals command must not be ignored even where re- 
organisation is expected to produce greater medical efficiency. 
The same circular also attempts to reinstate the cottage 
hospital, staffed by general practitioners, which is so 
often despised by the planners ; for the boards are asked 


not to allow the organisation of regional consultant 
services to deprive the public of the opportunity of 
treated by their family doctors in their local hospital, 


Then there is the much deplored circular known, by 
its reference number, as “(49) 49.” This seemed to 
belie all Mr Bevan’s assurances in the House of Com- 
mons that the management committees were to have a 
large measure of independence within their own sphere, 
It laid down, in brief, that they were to obtain the consent 
of their regional boards before they incurred expenditure 
on specific items and increases in staff not included in 
their budget estimates, even though—here was the rub— 
the total expenditure for the particular sub-head of their 
budget would not thereby be exceeded. Interpreted 
literally, this circular meant that a management com- 
mittee could not, without the consent of its regional 
board, engage an extra ward maid over and above the 
number it had budgeted for even though it could do so 
without exceeding its total budgeted expenditure on 
domestic staff. 


x 


In this country most things are eventually judged by 
how they work out in practice, and it may well be that 
the outcry which greeted the appearance of “ (49) 49” 
will prove to be the last that is heard of it. It appears to 
have originated at the instance, not of the Ministry, but 
of one or more regional boards who wanted to obtain a 
tighter control over their committees’ expenditure 
because of the cuts imposed earlier in the year on hospital 
budgets. It also appears, however, to have been con- 
siderably modified in application, and probably many 
committees, with the tacit or open approval of their 
board, have filed it away and thought no more about it. 
What is certain is that, in so far as the need to keep a firm 
control on the finances of the health service allows it, 
the Ministry of Health has no intention of going back on 
the decision to allow the management committees as 
much independence as possible. 


At the present time, however, the need to keep a firm 
control on hospital finances is all-important, and of all 
the criticisms of the new regime for the hospitals the 
most constant and sustained is against the methods 
through which that control is exercised by the Ministry. 
Under the present system, budgeting for the hospital 
service begins with the management committees, which 
submit estimates to the regional boards. The boards 
examine and criticise them, and submit them, with their 
estimates of their own expenditure, to the Ministry of 
Health. When they have been approved by the Ministry, 
they form part of the departmental estimates presented 
to Parliament. 


The initiative in budgeting thus comes from the 
management committees—a fact which, on the face of it, 
ought to enhance their independence. But in practice, 
as the first year of budgeting has shown, the preseml 
system is not having the effect that was intended. One 
drawback is the time-table. For the first full year of the 
health service, that is, from April 1, 1949, to March 31; 
1950, the management committees began budgeting 10 
the autumn of 1948. The budgets were sent back to the 
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regional boards by the Ministry in February of this year 
with an instruction that they should be cut. The 
hospitals replied that they could not do this to the extent 
asked for except at the cost of their patients’ welfare. In 
June, therefore, the Minister asked for revised budgets— 
still for the year 1949-50—which, while making all 
possible economies, would not involve the closing of beds. 
These budgets had not been finally approved before the 
time came for the hospitals to start budgeting for the 
next year, 1950-51. 
* 


It is small wonder, therefore, that the main burden 
of the management committees’ complaints against the 
present arrangements should be “If only we knew 
where we are. If only we were given a certain sum that 
was ours to spend.” As a result, it is being widely 
suggested that the hospitals should be financed in much 
the same way as the universities. Parliament, that is, 


should vote a certain sum of money—or one sum for. 


maintenance and another for development over a period 
of years—which would be allocated by the regional 
boards among their management committees. There 
would be no detailed supervision by the Ministry of 
how the sum was spent, and none by the boards pro- 
vided that the committees’ spending was consistent with 
the regional hospital plan. 


The suggestion is attractive, but it is virtually certain 
that neither the Treasury nor Parliament would agree 
to it. Parliament, indeed, speaks with two contradictory 
voices. In the passage of the National Health Service 
Bill, the Commons could ask for assurances that the 
greatest possible independence should be given to the 
boards and management committees. But their Com- 
mittee of Public Accounts can question the freedom 
from departmental control allowed to the universities 
by the system of block grants. If a block grant of under 
£20 million is criticised, it can be taken as certain that ex- 
penditure of £200 million of the taxpayer’s money 
would never be freed from annual scrutiny by the 
Treasury and Parliament. 


Yet the existing arrangements are so unsatisfactory 
that some changes ought to be made, if only in the 


NOTES OF 


The Chancellor’s speech at the opening of the two-day 
debate on the government’s economy measures was so 
similar to all his speeches since he took office—couched in 
the same harsh pseudo-technical language which is. itself 
the mark of a crisis—that it might have been a recording 
of some previous debate. Once again the House heard about 
“frustrating production” and once again that verbal mon- 
strosity “quantify” ousted its intelligible synonym 
“estimate.” To Mr Eden’s credit he brought the debate 
back into the realms of the King’s English and had the frank- 
ness to argue bluntly for further economies in government 
expenditure. Whether this is a politically successful line 
for the Conservatives remains to be seen, for Tory candidates 
may find their audiences highly unappreciative of the need 
for less government spending, but it is at least a positive 

¢ of action. 


The economy measures have been accepted by the Labour 
back benchers with a docility which reflects the imminence 
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interests of economy. The management committees 
claim that the old departmental principle, under which 
balances unspent at the end of the year have to be 
surrendered to the Treasury, is an incentive to extrava- 
gance. There can be no doubt that budgeting which 
is detailed to the extent that is required of the hospitals 
leads to the danger that management committees are 
more concerned about an item being in the budget than 
whether it is really worth while. Moreover, departments 
inside each individual hospital tend to put forward 
requests for, say, new equipment that they may not 
really need because once an item is in the budget, and 
the budget has been accepted, the subsequent ordering 
of the item is comparatively easy. “ It is in the budget ” 
—and the rest follows. 


It is, in fact, impossible to budget accurately for hos- 
pital work so far ahead as the present timetable demands. 
Before the health service came into force public demand 
for hospital services was limited by economic factors. 
It was then slightly more advantageous financially for 
a household to keep a senile grandmother at home than 
to contribute to uer maintenance in a local authority 
hospital. Now that she is maintained free, there is no 
incentive to keep her at home. The elimination of all 
charges for hospital services means that once new 
facilities are introduced in a hospital, a totally unpredict- 
able demand is automatically created. 


Budgeting for the health service, and the hospital 
service in particular, is very different, therefore, from 
budgeting for education. The number of schoolchildren 
can be estimated accurately, but it is quite impossible 
to estimate the number of people who will want to use 
one or other of the hospital services. Except in a few 
cases, the demand will be limited solely by the extent of 
the provision made, and there will be constant pressure, 
supported by all the humanitarian appeal that sickness 
arouses, for the provision to be increased. To keep this 
pressure within reasonable limits would be a constant 
and difficult task for a Minister of Health even in normal 
times. But to achieve it, and at the same time to keep 
the hospital service flexible and unbureaucratic. he 
needs a more efficient tool than the old departmental 
method of budgeting. 


THE WEEK 


of the Election. Six months ago a charge for prescriptions 
or a cut in the food subsidies would have been regarded as 
sacrilege ; even more significant is the way the Government 
have been able to escape with very little objection to a 
trivial cut in defence expenditure—once the favourite hunt- 
ing ground of restive back-benchers. This docility is the 
result, partly, of the demand for solidarity, partly of relief 
that the cuts were less severe than the rumblings within the 
Cabinet Room indicated, and partly to a feeling that on the 
whole the economy programme has certain electoral advan- 
tages. It will, so many Labour members argue, plug the 
breaches in the British economic position until after the Elec- 
tion, and at the same time enable the Labour party to press 
home their cherished thrust that the Tory party in 

more drastic economy measures is concerned not only wi 
the national finances, but also with creating enough unem- 
ployment to keep labour in order. The Liberals, who can 
show that as far back as their Hastings conference they 
advocated reducing food subsidies and increasing family 
allowances and pensions, have also called for further re- 
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trenchment. The crisis is, indeed, an opportunity of which 
the Liberals could make effective use if they wish, for they 
are free enough to be able to state the type of bold policy 
which many people consider the electorate would follow. 


* * * 


JTUC in Travail 


Ever since the announcement of devaluation, the Gen- 
eral Council of the TUC has presented an even more painful 
spectacle than the Cabinet of disagreement, procrastination 
and despair. Mr Vincent Tewson, the Secretary of the 
TUC, has been moved by this to declare that there is no 
split among trade union leaders over economic policy—but 
union leaders have spoken with different voices in their 
various union journals and some like Mr James Bowman, 
the vice-president of the National Union of Mineworkers, 
and an influential voice on the General Council, are known 
to be critical of the Government’s policy. This week another 
union leader, Mr Willis, the secretary of the London Society 
of Compositors, has accused the Government of timidity 
and of failing to spread the burden of the cuts fairly between 
rich and poor. 

The Council has now given itself another fortnight in 
which to make up its mind. If at the end of that ume it 
roduces merely a series of pious expressions about the need 
or continued wage restraint, it will very seriously have 
devalued its prestige in the eyes of the nation. Even if it 
cannot bring itself to advocate or accept a definite wages 
policy, it must at least define its attitude to certain urgent 
problems. 


* 


Foremost among these is the future of wage rates which 
are geared to the cost of living index, covering about one and 
a half million workers. It is significant that the representa- 
tives of unions with such arrangements have been called 
into the next meeting of the TUC Economic Committee. 
They are unlikely to be enthusiastic about a reported pro- 
posal that sliding scales should be suspended for a period of 
three years. Yet, if their wages are allowed automatically 
to increase with the retail price index, there cannot fail to 
be strong pressure from unions in industries without such 
arrangements. Already, the miners have decided to seek 
an adjustment of their cost-of-living allowance which will 
benefit the lower-paid workers. Technically, the National 
Union of Mineworkers is on strong ground, for their cost-of- 
living bonus has remained stationary at 2s. 8d. a shift since 
July, 1947, when the new retail price index was introduced. 
On the ground of the national interest, however, it is diffi- 
cult to justify the claim, which would undoubtedly be 
followed by pressure from other groups who have not re- 
ceived as many concrete benefits as have the miners. 


Three other important wage claims are now under con- 
sideration. The Confederation of Shipbuilding and Engi- 
neering Trade Unions will have to reply to the employers’ 
appeal to them to drop their claim for a {£1 a week increase. 
The National Federation of Building Trade Operatives, now 
in conference at Blackpool, have wisely decided to defer a 
claim for a 6d. an hour rise—a claim which would certainly 
strengthen the threat of unemployment in their industry. 
The Civil Service Clerical Assocation’s application for a 
15 per cent increase in wages and for parity between tem- 

rary and permanent clerks is now before arbitration, 

ing been rejected by the Treasury. 


* * * 


Economies in Education 


_ The Minister of Education is the first departmental 
Minister to give a detailed statement of the effects of the 
new cuts on the activities of his department. Last Wednes- 
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day he took the opportunity of the openin vill 

college near Peterborough to elaborate oa Aue brief 
summary of what educational seryices are to come under 

axe. Fortunately for him, the axe has been a light one me 
has struck in at least one place where economies were a, 
overdue—the needlessly lavish lay-out and finish of some J 
the new schools—lavish, that is to say, for a nation liyj . 
the brink of the Marshalsea. a 


Mr Tomlinson’s good fortune is as muc 

strength of his position as to the nervousness of aca 
The educational building programme is already 3 
almost exclusively on meeting the effects of a rising birth 
rate and the needs of new housing estates which would oth 

wise lack schools altogether. With the prospect of a million 
more children in the schools by 1952 and in the prbsesite of 
widespread complaint about the present size of classes the 
case for meeting these minimum requirements is very strong 


The cuts in capital expenditure are to be secu i 
by building the same number of schools at a ower ae 
school. It may be that certain desirable education facilities 
will have to be sacrificed, but there are grounds for hop; 
that a good deal of the squeeze will be taken by reducing 
inessentials. When it is realised that the building costs of 
secondary schools providing the same ratio of classrooms 
special rooms and teaching space per pupil can differ by as 
much as £300 per place the opportunities for squeeze are 
clearly considerable. Mr Tomlinson gave no figure for the 
size of the capital cuts involved beyond saying that a ten 
per cent reduction was the aim for 1950. At present 
£47 millions worth of building is actually under construction 
and another {8,000,000 worth is on the point of Starting. 


On current expenditure Mr Tomlinson has found his 
position just as strong and he has had to sacrifice a mere 
£5,000,000—principally by charging an extra penny (6d. 
instead of sd.) for each school dinner. The real strength of 
his case lies, however, less in the value of any group of 
services rendered by the education authorities as by the fact 
that about 45 per cent of the educational expenditure is on 
teachers’ salaries. The Burnham salary scales for teachers 
are not controlled by the Minister. The only way for him 
to make a large saving in educational expenditure would be 
to tell local education authorities to dismiss large numbers 
of teachers and to have larger classes. It would take a very 
ruthless Government to do that. 


* x * 


Low Bid from Berlin 


The claims to special Soviet favour and virtual inde- 
pendence made by the Ministers of the Pieck Republic when 
first appointed are already being scaled down. The Foreign 
Minister, Herr Dertinger, now denies having said that he 
expected a peace treaty with the Soviet Government within 
three months, and the latest utterances of his colleagues on 
this and related matters have become cautious in content 
and moderate in tone. This does not mean that the challenge 
of the new republic to Allied policy in Germany is less 
serious than was at first thought ; it simply means that the 
auction for leadership of a united Germany starts with a bi 
from the Communists of the east that is lower than they had 
expected. 

It is said that the Allied High Commissioners do not take 
seriously the news from Berlin, and that they are loth © 
advise their Governments to start outbidding the I 
for German favours. There is sense in that view, 
provided it does not mean that the nature of the threat s 
misunderstood. It is not the Allied occupation that 1s 2 
danger ; what will be challenged from Berlin, by every 
means that Communist ingenuity and organisation cal 
employ, will be the attempt of a moderate governmeat m 
Bonn to rule by parliamentary methods and to co-operate 
in such ventures as the Council of Europe and the Atlantic 
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Pact. The challenge will be made by propaganda and pres- 
sure through the nationalists of western Germany, who are 
by no means ali Communists. At the first sign that the 
challenge is having success there wi'l be Soviet concessions 
to the eastern republic sufficient to make millions of ignor- 
ant Germans in the west think that “ equality of rights ” is 
being conceded faster in Berlin than in Bonn. 


In such tactics the Communists will, of course, count on 
the Allied High Commissioners to help with the kind of 
delays, differences and confusion of purpose that have 
marked their first few weeks of authority. They will hope 
to see repeated a situation in which there is no government 
in France, in which a British Foreign Secretary is weakly 
obstinate, and in which the American High Commissioner 
lets it be known by indiscretions that he either disagrees with 
or looks ahead of his colleagues with regard to policy 
matters of fundamental importance. 


Repeated these things will be unless Mr Bevin and his 
co'leagues recast their German policies and decide to make, 
now or within a fixed period of time, those concessions which 
can alone give prestige and authority to a moderate German 
government. If they do this there need be no bidding and 
counter-bidding with the Russians, who will find the price 
raised too fast or too high. If they do not, they will drift 
gradually into the very auction for Germany which they 
now disdain—and be forced to bid too little and too late. 


* * x 


The Passing of JEIA 


A landmark on the path back to German sovereignty 
was passed on October 15th, when the Joint Export-Import 
Agency (JEIA) handed over all its administrative functions, 
with one exception, to the German foreign trade authorities. 
Until it is dissolved, JEIA will retain advisory and super- 
visory rights, and will control, or attempt to control, the 
export of restricted goods to the Russian sphere. After it is 
dissolved, a committee of the High Commission will assume 
this limited role in the sphere of German trade. 

During its lifetime, JEIA was regarded by Germans 
as the sinister embodiment of Allied ill-will, and by traders 
of ali nations as a synonym for red-tape. In justice to JEIA 
it must be said that its task was extraordinarily complicated. 
At the outset, German exports had to be forced out of a 
prostrate economy. Prices had to be fixed at a level which 
would both secure contracts and yet satisfy British and 
American competitors that the Germans were not dumping. 
Until the currency reform of June, 1948, the German mark 
and the internal price level bore no relation whatever to 
external conditions, and the Agency had to operate a 
complicated system of individual price-fixing which gave 
full scope for bureaucratic muddles and national suspicions. 
The tangle became still worse owing to the American insis- 
tence on decentralised government, which gave the local 
German State Ministries the right to put a finger into the 
foreign trade pie. Lastly, the obligation to seitle balances 
in dollars, which until recently formed the basis of all JEIA’s 
trade pacts, acted as a brake and irritant on all sides. 


* 


Nevertheless, German exports have multiplied under the 
JEIA regime. In 1947, they totalled only $222 million ; in 
1948, they reached nearly $600 million, and during the first 
six months of this year they had already passed the total for 
1948. In 1947, Germany was paying for only a third of its 
imports ; it has now doubled that proportion, in spite of 
the fact that imports have risen from $734 million in 1947 
to $1,400 million in 1948, and to over $1,000 million in the 
first six months of this year. 

During this time, the American and British heads of JEIA 
have constantly cut their own red-tape. Exports have been 
largely freed of licensing controls, and the importing pro- 


937 
cedure has been simplified. JEIA’S last work has been 


negotiate new types of bilateral trade pacts, which, it i 
hoped, will serve as a model to the Organisation 
European Economic Co-operation. In the last few mon 
agreements have been concluded with Switzerland, 

and Norway which go a considerable way towards freeing 
German trade from quota limitations. The latest German 
pacts specify commodities—a small but important -list— 
which are still restricted, leaving the rest free ; and in the 
agreements with Holland the dollar clause is eliminated 
altogether. 


The manner of JEIA’s passing is therefore becoming to an 
organisation in which the American vote predominated, 
Already German merchants are finding that the local 
bureaucracy which has taken its place is the worse of two 
evils. 


Sas 


* * * 


Three Peace Treaties in Search of a Judge 


The United Nations Assembly has now referred to the 
International Court of Justice the legal points arising out of 
the charges that Hungary, Rumania and Bulgaria have been 
violating the clauses of their postwar peace treaties providing 
political and civil liberties for their peoples. The Court 
will not, at this stage at any rate, be asked to decide whether 
these three states have violated their treaties or not, but 
simply to rule whether a real dispute exists under the terms 
of the treaties and whether the three states are bound to 
take part in the three-member commissions of inquiry which 
the treaties require for the settlement of any issue arisin 
out of them. When the three states rejected the protests 
the western Powers at the treaty violations, the cases should 
automatically have been referred to the commissions, on 
which each party was to nominate its representative and the 
third member was to be appointed by the Secretary-General 
of Uno. But Hungary, Rumania and Bulgaria have so far 
refused either to nominate representatives to commissions or 
to acknowledge the competence of commissions formed with- 
out them ; and they have been supported in their attitude by 
Russia on the ground that the charges concerned matters of 
purely internal jurisdiction. 


* 


It is, of course, quite true that suppression of opposition 
parties, denial of freedom of speech and the staging of 
political trials @ la russe are acts of domestic policy which 
would not normally be regarded as suitable for official protest 
by other nations or for the jurisdiction of an international 
court. It is also true that the offences of Hungary, Rumania 
and Bulgaria, arising out of the Communist system of totali- 
tarian rule, are in no important respect different from the 
practices of the Soviet Upion, Poland or Czechoslovakia 
against whom no charge is brought. But it so happens that 
Hungary, Run.inia and Bulgaria fought in the war on the 
side of Nazi Germany, and that the peace treaties imposed 
on them by the victors, including Russia, have bound them 
to observe certain principles in their internal policy, so that 
they cannot plead that any foreign concern at their violation 
of these principles is an infringement of their domestic 
jurisdiction. 

The treaties they signed are a part of international law, 
and the Governments of three nations which have so 
cynically ignored the obligations they undertook are liable 
to whatever processes of law exists for the judgment of treaty 
violation. The realist may say that all this fuss cannot lead 
anywhere, as the erring states are under Russian protection 
and cannot be compelled to mend their ways, whatever the 
International Court may decide. But, as in the case of the 
Corfu Straits, it is that claim and counter-claim in the 
cold war should, wherever possible, be taken out of the 
arena of mere propaganda contest and submitted to an inde- 
pendent judicial procedure. 
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Progress in the Gold Coast 


The chief interest of the report of the Coussey Com- 
mittee on constitutional reform in the Gold Coast lies, first, 
in its reception by the Colonial Office and, secondly, in the 
reception given in the colony both to the report itself and 
to the Secretary of State’s comments upon it. The com- 
mittee was composed entirely of Africans. It might, there- 
fore," have reasonably been expected that recommendations 
would be put forward which would have proved unaccept- 
able to the British Government. As it turns out, the com- 
mittee has produced a report which, though proposing big 
steps towards responsible government—so much would 
indeed have been proposed by any committee—is yet 
couched in moderate and sensible terms. The result is that 
Mr Creech Jones can say at the outset in his despatch to 
the Governor that the Government 

accepts the proposals . . . as providing a workable plan 
within the framework of which constitutional development 
in the Gold Coast can now proceed. 
Those who will claim that the proposals are too ambitious and 
cannot be justified by the progress made by the African to 
political maturity should ask themselves what would be the 
result of refusing to accept them. 


It is on the position of the proposed new Executive Council 
that the Government makes its most important dissension 
from the Coussey Committee’s report. It agrees with the 
proposal that the Executive Council should have a majority of 
African members elected by the Legislative Assembly, the 
others being three ex-officio members with the Governor as 
chairman ; that most of these members should have responsi- 
bility for the administration of departments ; and that the 
Council would be responsible for formulating policy and the 
principal instrument of policy. Whereas, however, the com- 
mittee recommends that the Council should be collectively 
responsible to the Legislative Assembly and not to the 
Governor, the Secretary of State declares that it must be 
responsible to both. 


The point is that the transfer of power proposed by the 
committee is—to its great credit—not complete. By its 
recommendations the Governor would still have ultimate 
responsibility for the government of the Gold Coast and 
would have reserve powers of certification and veto—though 
in the modified form that holds in Trinidad and Jamaica. 
But it is worth noting that eight members of the committee, 
among them Dr Danquah, a prominent Gold Coast nation- 
alist, put forward the reservation, first, that there should 
be no ex-officio members of the Executive Council and, 
secondly, that the Governor should have no power of veto. 
By his very reasonable insistence that the Council should 
be responsible to the Governor, the Secretary of State may 
provide an excuse for extremists to stir up opposition to 
the proposals as a whole. 


* * * 


Second Thoughts on National Parks 


The National Parks and Access to the Countryside Bill, 
which had its second reading in the House of Lords last 
week, has been considerably amended during its progress 
through the Commons in order to strengthen the powers of 
the National Parks Commission—the body which is to 
designate the areas of the parks and to advise on their lay- 
out. The Bill still commands general acceptance, but events 
have tempered the enthusiasm which its objectives once 
aroused. It is clear that the threat to amenity comes not 
from private spoliation which is now effectively controlled, 
but from industrial projects and the schemes of government 
departments. Before the national parks have even been 
constituted, areas which they are to cover have suffered such 
blows as the partial occupation of Dartmoor by the services, 
the extension of quarrying in the Peak District and the 
hydro-electric proposals for North Wales; others will 


Probably follow. A government spokesman in the Lords 
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made clear that the new Bill will provide little 
against such encroachment. clone 


The declared aims of National Parks are, in the words of 
the Dower report, to preserve their characteristic landsca 
beauty and to provide ample facilities for public access ae 
enjoyment. With regard to the second objective, 
taste over holidays, perhaps fortunately, does not lean s0 
strongly towards these rather wild and remote areas ag to 
justify heavy expenditure at the present ume on turnj 
them into “ people’s playgrounds.” New roads and hee 
and transport facilities can only be forthcoming very slowly ; 
and it may be just as well that some of the cost of these 
improvements will fall on the local authorities who will 
count their pennies carefully. 


But in relation to the task of preservation, a further doubt 
exists whether it is worth while having a National Parks 
Commission taking endless pains over the design of farm 
buildings, petrol pumps or tea shops, when large and 
irreparable disfigurements can occur without serious 
obstruction. The problem is not peculiar to National Parks, 
since the preservation of the nation’s cultural prestige—of 
Wells and Oxford—is still more important than the salvation 
of Snowdonia ; but if the Commission can put the case for 
protecting its own special regions effectively before the 
Government, then and then only will it be worth having. 


x * * 


Another New Town 


Corby in Northamptonshire, for which Mr Silkin has 
made a draft designation order under the New Towns Act, 
is a town where this Act can be invoked to good advantage. 
Its purpose is different from most of the new towns, since 
it is not required to relieve population congestion elsewhere; 
the congestion is in Corby itself. Corby is one of the few 
remaining examples of the “ company ” town, since its whole 
economy revolves round the large steel works of Stewarts 
and Lloyds, which removed there in 1934. The town has 
grown quickly, and at the end of the war the steel company 
owned 2,300 of its 2,900 houses. 


To make Corby a satisfactory town, a large number of 
houses must be built quickly, some alternative employment 
—especially for women—must be introduced, and social 
facilities provided. This is a job beyond the resources of a 
small local authority; but the proposed Development Cor- 
poration, which possesses the necessary powers, will have to 
move delicately to avoid offending local feeling and good 
sense by top-heavy and expensive administration. 


Corby is a case where town planning may accomplish a 
useful task of tidying up in the wake of industry. There 
have been some recent planning schemes, however, which 
make the mistake of laying down the future course of 
industrial development in considerable detail. Industrial 
growth is subject to far too many economic variables for 
plans of this nature to be desirable or workab!e. Town 
planning powers can do something to guide the location 
of industry, and can do much to civilise its impact ; but the 
need for a flexible economic basis must remain. 


* * * 


Israel’s Dependence on America 


Within the week, an Israeli economic periodical has told 
its readers that “ unless we succeed in attracting big money, 
we must radically lower our standard of living” and Dr 
Weizmann has informed a group of visiting Americans that 
“our best defence is to fill the country with people. Physi 
cally our resources are being taxed. Help from America in 
ample measure is vital.” The two quotations are juxta 
in order to show that from whatever angle thinking starts 
it proceeds inevitably to the same conclusion: Israel] is ovet- 
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whelmingly dependent on American Jewry for at least a 
generation. 


Israeli optimists sometimes argue in terms of self-support 
within a decade, but home statistics, as well as the foresee- 
able outlook in the world’s markets, seem to belie them. The 
Israeli balance of payments starts at a handicap. The ratio 
of Palestinian exports to imports, always seriously adverse, 
has naturally worsened under the impact of 305,000 immi- 
grants. Foreign trade statistics for the first five months of 
1949 show an unbalance which is even graver than it looks 
because three of the months (January to March) are those in 
which the seasonal citrus harvest accounts for something over 
three quarters of all exports: 


If millions, 1949 


Exports Imports 
ees 1.5 4.1 
ebruary LS 46 
March 2.0 6.7 
April 1.0 5.3 
May 76 8.2 


Now an immense and laudable effort is being made to 
improve it by internal means—in particular by reducing 
production costs. By means of an austerity programme that 
is severe though not as severe as Britain’s the cost of 
living has been driven down from 371 points (August 1939 
= 100) in April to 350 points in July and 334 points in 
October. As the national wage level includes a cost of living 
bonus, two wage reductions of I£2 per month have been 
made. But the index of wholesale prices in Israel stood, 
at the end of 1948, at 421 (1937=100) as compared with 191 
in the United States and 202 in the United Kingdom. It is 
clear that these herculean efforts, though important internally 
and psychologically, are insignificant when viewed in 
terms of improving the nation’s total international balance 
of payments. Only foreign charity and foreign investment 
can fill the gap. 


939 


Hence yan monde anxious visit to Israel af cual, of 
America’s ing Zionist campaign organisers. Hence last 
week’s emergency two-day conference in Washington to 
discuss the means of arresting the drop in American chati- 
table Comeriioatipas, Hance the Jewish Agency’s onslaught 
upon multiple campaigns for sectional or minor _ 
The United Jewish Appeal in the United States, which had 
collected $131,262,000 by mid-October of its 1948 cam- 
paign, has collected only $96,681 in the same period of this 
year and has had to borrow to meet its commitments. Its 
target for 1950, which will, no doubt, be announced when it 
holds its national conference on November 25th, is said to 
be at least $200 million. 


* * * 


General Franco in Lisbon 


General Franco has at least retracted none of his proud 
views. Out of his visit to Lisbon this week has come a pro- 
vocative statement which can do nothing to promote his 
cause among democratic western sympathisers. Speaking 
about the fight against Communism, he is reported to have 
said that the only way to wage it is to count on countries 
“which have a social unity and a regime like Portugal and 
Spain—which I assert are models for the world.” Unfor- 
tunately, “ models for the world” is just what they are not. 
A reasonable case can be made out for the enlightened rule 
of Dr Salazar, and indeed for the peace and order which 
General Franco himself has brought to his own troubled land. 
But the strength of both arguments depends on the special 


circumstances prevailing in the two countries, Neither regime 
should be for export. 


The comparative isolation in which Madrid finds itself 
provides the key to the Generalissimo’s historic visit to 
Lisbon. Portugal’s hospitality is in repayment for that 
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welcome accorded to the President, Marshal Carmona, by 
King Alfonso as much as twenty years ago. But there can 
be little doubt that Spain rather than Portugal attaches the 
greater importance to the visit. Franco is seeking _to 
strengthen Iberian solidarity at a moment when, by joining 
the North Atlantic Pact, the Portuguese have taken their 
first plunge for a great many years into the waters of inter- 
national alliance. They have not done so, however, without 
looking back over their shoulders. And it must be accepted 
as an axiom that any part allotted to Portugal in western 
defence will not be accepted, on the one hand, without the 
Spaniards knowing a good deal about it, and, on the other, 
without Spanish interests being considered. 


Spanish foreign policy is based on a tradition of neutrality. 
One of Franco’s greatest achievements in the eyes of his 
countrymen was to keep out of Hitler’s war. Today, Madrid 
is looking away from Europe—except for Portugal—more 
determinedly than ever ; it believes that its future lies in as 
close an association as possible with the United States and 
with the cousinly nations of Latin America. In particular, 
the Generalissimo’s speech at the opening of the Cortes on 
May 18th seemed to mark the end of any further Spanish 
efforts to get along with Socialist Britain, as the major Euro- 
pean power. Up till then, he indicated, Spain had been 
“dreaming that our nation might be allowed to make a 
constructive contribution to a Europe hitherto divided and 
astray.” 

“ Europe,” Franco said this week in Lisbon, “ is living in 
an antechamber of war.” It is natural that there exists a strong 
Iberian wish to keep out—unless, perhaps, a complete and 
unlikely reversal of western policy were to bring Spain right 
back into the comity of nations and allot it a leading role. 
One of the least helpful effects of Franco’s visit to Lisbon, 
therefore, could yet be to weaken Portuguese willingness to 
participate actively in the Atlantic Pact. 


* * * 


Timber from Eastern Europe 


The International Bank announced last week a loan of 
$5,000,000 for Jugoslavia and Finland to finance a timber 
development project sponsored jointly by two Uno bodies— 
the Economic Commission for Europe and the Food and 
Agriculture Organisation. Jugoslavia is to receive $2,700,000, 
Finland $2,300,000. 

The project has been brewing for a year and a half. As 
originally conceived, it called for a World Bank investment 
of $8,000,000, and the recipients were to include three 
additional nations: Poland, Austria and Czechoslovakia. 
Poland has since declared that it can expand output without 
the aid of dollars—and also without the financial supervision 
which a bank loan requires. Negotiations are still in progress 
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over a loan to Czechoslovakia, and Austria is said to have 
indicated a “ desire to participate.” 


The loans are part of a novel arrangement for expandi 
European supplies of timber and at the same time encour. 
aging east-west trade. With their new credits Jugoslavia and 
Finland are to buy dollar equipment which will in time 
produce timber exports for western Europe worth many times 
the original dollar investment. On the basis of the original 
loan of $8,000,000, it was calculated that the Eastern pro- 
ducers could by 1950 raise the value of their timber exports 
by $120 million. 


In the course of prolonged negotiations the two eastern 
nations have guaranteed to export timber of a specific 
quantity and at reasonable prices to six countries in western 
Europe. The latter in turn have agreed to make part pay- 
ment in dollars directly to the World Bank until the loan is 
repaid. Wherever possible, the western European nations 
will also make available non-dollar timber equipment to 
Jugoslavia and Finland and may extend further credits for 
that purpose in their own currencies. Those taking part in 
the agreement with Finland are Britain, Belgium and 
Denmark, and those signing up with Jugoslavia include 
Britain, the Netherlands, France and Italy. 


It is hoped that the spur to production will be enough to 
enable western Europe to curtail sharply its imports of 
dollar timber—not in the immediate future, but gradually 
throughout the next two years. By spending a few more 
dollars now Europe can augment its own supplies of timber, 
which are still very much lower than before the war. Europe’s 
major softwood exporters shipped only 2,000,000 standards 
last year as compared with nearly 4,000,000 before the war. 
A serious pinch has been averted only by abnormal timber 
imports from western Germany, which have rapidly 
dwindled, and by importing from the western hemisphere 
for scarce dollars. 


The Rise of Malenkov 


The New York Times has recently collated some indi- 
cations of the growing importance of G. M. Malenkov in 
the Soviet Union. It has propounded the theory, long 
current in diplomatic circles, that Malenkov and the late 
A. Zhdanov were close rivals for the “ succession,” and that 
Malenkov has been replacing Zhdanov’s supporters in the 
party with his own men. The theory rests on the inter- 
pretation of some recent changes in the Soviet hierarch 
(notably the removal of N. Vosnesensky, head of Gosplan) 
and amongst the party leaders of Leningrad, where Zhdanov 
was in charge during the war. There are other signs of 
Malenkov’s high prestige, as for instance that his picture 
now appears alongside that of Stalin, and that Stalin and he 
recently signed jointly an important decree. Something 
could be said against each of these indications ; but on the 
whole it seems that Malenkov’s chances are at present better 
than those of any other Soviet leader. 


Malenkov, like many Soviet personalities, is little known. 
His age is forty-eight, so that he is almost entirely a product 
of Soviet times. He has had little experience of the outside 
world. He has been a member of the Politburo since 1946. 
Like other members of that body, including Stalin, he has 
risen from obscurity not by brilliance, personal leadership, 
or authorship, but by hard work in party posts. 


Because Stalin’s power and prestige are unique, and 
because those under him—even the greatest—are subject 
to checking, counter-checking and, occasionally, removal, and 
never express publicly any individuality, it is tempting t 
suppose that mediocrity and subservience are the maa 
requirements for survival in the entourage. It is oa 
—— to conceive of Malenkov, or any aes mee 

itburo, ever being able alone to replace mastet. 
If, however, Malenkov were eventually to succeed Stalin by 
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some more or less constitutional means, it seems likely that 
he would seek to keep the Soviet state in the form that we 
know today. There would be no real alternative. Modern 
Russia owes its might, and Malenkov would owe his power, 
to the centralised control of the Bolshevik party, to Soviet 
ideology, to the “Stalin Constitution.” Some enemies or 
rivals might disappear, but it would be in the interests of 
the new ruler to avoid major upheavals. 


Besides necessity there is inclination, Malenkov, who 
has formed his political ideas almost entirely in Soviet times, 
and while working over twenty years in the Bolshevik party, 
would surely be as unlikely to introduce, say, English 
democracy as he would be to revive the Tsardom. As 
regards foreign policy, Malenkov has not made the violently 
anti-western speeches of his late rival Zhdanov ; but it can 
safely be assumed that he is solidly behind the present 
Soviet line, both because of his high position and because 
of his association with the Cominform. Speculation on 
Malenkov’s chances, interesting though it is, reveals no 
prospects of a Soviet attitude substantially different from 
what now exists. 


Sickness in Royal Ordnance Factories 


An artic'e in The Economist of August 20th (page 391) 
discussed the rise in sickness absenteeism in Royal Ordnance 
factories after the scheme for allowing employees full pay 
in sickness was introduced in September, 1948. This chart, 
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which is drawn from figures given by the Minister of 
Supply in answer to a Parliamentary question on October 
24th, speaks for itself. 


* * * 


Punishment and Reform 


The addresses at the annual general meeting of the 
Magistrates’ Association last week emphasised once again 
the distinction between deterrence and reform, a distinction 
which was also brought out in the report, published at the 
same time, of the Scottish Advisory Council on the treatment 
of offenders. The criminal code, as Dr Bowlby of the 
Tavistock Clinic pointed out to the magistrates, is largely 
drawn up in terms of punishments for offences. Reform, 
on the other hand, is concerned with the offender. The 
difficulty, as is well known, is to undertake the reform of 
the offender within the existing prison system. Even those 
who believe with Dr Bowlby that reform is more important 
than mere deterrance recognise that while it is being under- 
taken the public may have to be protected from the offender, 
which may well imply detention of one kind or another ; 
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but the Scottish Advisory Council does well to emphasise 
that the punishment consists in being sent to prison. Once 
an offender is in prison, punishment should not be increased 
but should give way to reform. 

The distinction between the two is also illustrated in the 
present cleavage of opinion on what to do about the increase 
in delinquency. There are those who, like Dr Bowlby, 
advocate long-term research into the causes of delinquency 
and the effectiveness of the various methods of dealing with 
delinquents—either by punishment or reform. There are 
others who say that it is the policy of dealing more leniently 
with delinquents, by p!acing them on probation instead of 
sending them to prison and by treating them more humanely 
once they are in prison, that may be the cause of the increase 
in crime, and that what is wanted is action—i.e., punish- 
ment—now. The trouble, of course, is that most prisons are 
totally unsuitable, too overcrowded and too short of staff, 
for reformative treatment to be very effective. But those 
who ask for research at least have this in support of their 
views. The latest report of the Prison Commissioners shows 
that, of 28,970 convicted male prisoners, 13,733 had been 
in prison before; of these, 1,368 had over 11 previous 
offences recorded against them. These statistics do not 
support the view that punishment is an effective deterrent. 

































A Greater Plague than 
Cholera 


After inflicting much suffering—particularly on the 
lower classes—the cholera seems entirely to have departed. 
All the nuisances of unflushed sewers, intramural burials, 
coffins bursting and pouring forth poisonous exhalations, 
are continued. . . . But though all the supposed causes 
of cholera, which have called forth such torrents of 
eloquence, are still im existence, the disease has happily 
disappeared. . - . To live closely packed together—to 
inhabit towns, if continuous dwellings be towns—must 
obviously become mere and more the condition of our 
people, and probably of the whole human family. It is 
most desirable that this fact should be always had in 
remembrance, and that we should study how to make 
towns convenient, comfortable, pleasant, and healthy. 
But, in our present condition of ignorance as to the 
causes of diseases, such as' cholera, we are likely to do a 
great deal of mischief if we allow the terror it has excited 
to become our legislator, and impede the future exercise 
of useful industry. We shall be a far greater plague to 
each other than the disease itself, if every idle man—and 
our wealthy community abounds in such—be encouraged 
to look out for amusement, in denouncing occupations as 
injurious to health that may be offensive to him. Under 
the influence of terror, and following the example of 
one or two persons who have unfortunately been 
authorised, by a Legislature not over-learned in such 
matters, to meddle with what they seem as little to 
understand as the vulgar herd, the disposition of one 
person to interfere with others is, we are afraid, very 
much on the increase. Amongst us there is an immense 
number of persons who have nothing else to do than 
correct their neighbours. Cholera seems to have called 
them into redoubled activity, and given them, in the 
care for the public health, a patriotic motive for their 
exertions. Believing, for our part, that it is not the busi- 
ness of every man to take care of every other man— 
believing, too, that the present perpetual interference, both 
of individuals with individuals, and of the Legislature 
with most of the business of life, is extremely injurious, 
we conclude that, if the cholera bequeaths to us as much 
interference as it has begotten in its progress, it will 
inflict on us a far heavier plague than itself. 


The Economist 


October 27, 1849 
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is the steel industry 
giving Us 
record output NOW ? 


Because steel to-day is an enterprising, efficient 
industry. Energy, initiative, and skill are recognized and 
encouraged wherever they are found — in mill-hand, 
melter, or manager. 

The result is that annual output is over 15 million 
tons — 2 million tons more than the pre-war record in 
1939. Costs are being kept down and the increase in our 
exports since the war has been almost entirely in steel 
and goods made from steel. 

This great industry is unique in already combining 
Government supervision with the great advantages of 
free enterprise working in the best interests of Britain. 


Ve 
STEEL 


2 
is serving you well 





BRITISN IRON AND STERL FEDERATION 
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The Maximum Market 


at the Minimum Cost 


The days of haphazard advertising are over, 
The ever increasing tempo of competition 
necessitates a Constant re-examination of media 
so as to be certain of the absolute maximum 
coverage at the most economic cost. 


The Daily Mirror, with an average daily 
sale of more than 4} million, tells your product 
story to hundreds of thousands more prospec- 
tive buyers than any other daily paper in the 
world. And, with an advertisement rate of 
.79d. per inch per thousand it costs less than 
any other National Daily. Have you based 
jour campaign on these irrefutable facts ? 


Daily Mirror 


Largest daily sale in the world 





Lowest advertisement rate per thousand 




























™Crown 
Colonist 


Monthly lilustrated Two Shillings 


NOVEMBER NUMBER 
PRINCIPAL CONTENTS 


Devaluation Fillip to Tropical Timber Trade? 
Possibility of replacing some doilar imports 


Expert Advice in Development of Ceylon 
Aid sought from authorities in many countries 


Changes in Royal West African Frontier Force 
Acceleration in process of Africanisation 


Cyprus Producers Benefit from Co-operation 
Movement’s remarkable growth in past ten years 


Fijian Boys Learn to Grow Sugar 
Colonial Sugar Refining Compony's training scheme 


New Schools for Old in Windward Islands 
Grenada’s Ten-year Pian 


Expansion of Jamaica’s Tourist Trade 
New bid to attract American visitors 


CURRENT EVENTS ILLUSTRATED 
Over 70 interesting, informative and well-reproduced photographs 


REPORTS FROM OVERSEAS CORRESPONDENTS 

KENYA N RHODESIA S RHODESIA W. BORNEO TANGANYIKA CYPRUS CEYLON SOMALILAND 

BRITISH GUIANA SEYCHELLES BERMUDA BAHAMAS BECHUANALAND NYASALAND TRINIDAD 

BARBADOS MAURITIUS BASUTOLAND ST. HELENA LEEWARD IS. GIBRALTAR SARAWAK 

WEST PACIFIC IS ZANZIBAR HONGKONG GOLDCOAST JAMAICA BRITISH HONDURAS WIGERIA 

AL SUDAN FALKLAND IS. UGANDA SWAZILAND GAMBIA WINDWARD IS. MALAYA Fill 
SINGAPORE SIERRA LEQNE MALTA ADEN 


33, TOTHILLST., WESTMINSTER, LONDON, 8.W.1 
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Letters to 


Rescuing the Left 
S1r,—On page 820 of a recent issue of The Economist there 
is an argument about the market for cars—an argument on 
which a great deal is made to hang. It seems to be derived 
from a statistical mistake. Before the war, as the National 
Income White Papers show, there were not 2,000,000 (or even 
1,000,000) people with net incomes of £550. 


It has been more usual to regard £250 as the critical level 
for the car manufacturer ; there were 2$ to 3 million people 
with gross incomes of £250 or more a year. Since the number 
of cars was still increasing at an annual rate of about 120,000 
in 1939, when more than 2,000,000 were already in use, it 
seems that too much importance cannot be attached even to 
the £250 thesis.—Yours faithfully, 


16 Queen Anne’s Gate, S.W.1 FRANK Davipson 


[Owing te a slip in copying, the figure of £550 should have been 
£350, which would involve consequential alterations in other 
figures. But the argument, of which these figures were merely 
illustrations, does not need any alteration, The price of the 
cheapest British car is more than 2} times what it was. Whatever 
may have been the critical income level before the war, above 
which the 2,000,000 car owners were to be found, it is quite certain 
that the uppermost 2,000,000 people do not now have 2} times 
the net income they had before the wae. If the number of people 
who could afford £125 (or the corresponding second-hand price) 
in 1938 was 2,000,000, then the number of people who will now 
be able to afford £325, even after second-hand prices fall back into 
their proper relationship, must be only a fraction of 2,000,000.— 
Epiror.] 


Sir,—Your article “Rescuing the Left” is a brilliant 
analysis of the economic impasse caused by the interplay of 
apparently immovable doctrinaire political thought and con- 
stantly moving economic factors. 


What is to be done? Those of us who, in your words, 
“wish to correct the mistakes of the past few years without 
abandoning our ambition” do not want to “save the Labour 
Party from itself.” As trustee of liberal principles the Labour 
Party has failed. It is indeed incumbent on progressive, 
radical, liberal opinion to gain influence on the machinery of 
the state. This it can only do if it rallies to it now, before 
it is too late, all those many Labour Party followers who share 
the liberal objectives, which you, Sir, defined so well; the 
right to a minimum standard of living, reward for services to 
the community, the state’s purposive direction over the 
development of economy—all these combined with the 
efficiency of the national economy. It must also rally to itself 
all those enlightened men of the Right who, sharing the liberal 
belief in the liberty of the individual are already inwardly con- 
vinced that the welfare of the many must be the concern of 
the state and must rank before the welfare of the few, but 
who can not yet bring themselves to sever old loyalties to 
conservatism.—Yours faithfully, R. S. Detsiny 


2 Neville Drive, N.2 


The Leisure Incentive 


Sir,—Among the many who never read what I write, and 
could not understand it if they did, I have a hearsay reputation 
as a paradoxmonger. One of my so-called paradoxes is classing 
The Economist as foremost among the few advanced press 
organs that know with any precision what they are writing 
about. I read it religiously. 


But J miss from its articles one prime factor in the national 
economy. That factor is not labour, not product, not ability, 
but leisure. Yet tg be a sweated proletariat, overworked and 
underpaid for centuries past, more leisure is a stronger incentive 
than more money. It is the only reality of freedom, and is 
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the Editor 


made possible by division of labour, invention, mass production 
and scientific management of which last only 5 per cent of the 
human race are born capable. Its distribution is as fundamental 
as the distribution of income. 


At present, when labour becomes, say, for instance, twice as 
productive as before, the skilled piece-worker takes his share 
of the gain not in earning twice as much, but in working from 
Monday to Wednesday, and from Thursday to Saturday lying 
late in bed in the morning and loafing for the rest of the day. 
And when the piece-work rate is reduced by half to compel 
him to put in a full week’s work or starve, he strikes and stops 
production instead of doubling it. 


To correct this, continuous industrial service should be made 
as compulsory as military service, and employers who now pay 
for holidays on full wages in days of casual leisure, compelled 
to pay it in weeks, fortnights or months, duly staggered (in 
short, banking it on deposit), thus abolishing absenteeism.— 
Yours faithfully, G. Bernarp SHAW 


Ayot Saint Lawrence, Welwyn, Herts 


(Whatever the arguments for or against Mr Shaw’s totalitarian 
solution, the problem is not as he states it. Im most industries 
workers are more interested in earnings than in leisure. Nothing 
brings an employer into greater odium than a failure to distribute 
the overtime equitably. Moreover, in a free and expanding 
economy, the only conceivable one in which labour is likely to 
become twice as productive, the incentive to earn becomes greater 
than ever.—Epiror.] 


Dollar Exports 


SirR,—Your American Correspondent in London (The 
Economist, October 15th) suggests inherent deficiencies in the 
average British manufacturer. He infers that (a) the US 
market is too vast for the small British firm, (b) the British 
business man is complacent and unwilling to accept risks or 
Government assistance. 


I would like to see the formation of a company under the 
1948 Act having a share capital and called, say, “ British Dollar 
Exports, Limited,” the objects of the company being (1) to 
promote dollar exports and (2) the purchase of sterling manu- 
factures for marketing in North America. The company would 
exist to purchase from invited manufacturers, other than large 
organisations, a fixed percentage of their outputs (on an agreed 
basis) for a minimum period, and concentrate solely upon 
making a drive into hard currency markets. The company 
could operate upon preference share capital offered to the 
public and ordinary shares offered to manufacturers. Later, 
perhaps, additional capital could be raised by the issue of 
debentures secured upon stock. The board of directors would 
be captains of industry, working in close contact with Govern- 
ment departments. An under-board would make recommenda- 
tions and be responsible for general administration. 


Such a company, staking its solvency upon earning dollars, 
fired with British business sense, might offer direct incentives 
to the manufacturer. A defined sale for a defined period ; 
clean-cut sterling transactions relieving the small producer of 
risk, distribution charges, personal representation and adminis- 
tration expenses ; a possibility of dividend income. Exceptional 
orders from dollar markets would be passed back to the manu- 
facturer or handled on his behalf by the company. “ British 
Dollar Exports, Limited,” need not be publicised unless in 
slogan form, such as “ Britain Delivers the Goods.” 

The Government, on the other hand, would have the advan- 
tage of dealing with a specialist company instead of with 
numerous small companies. There could be no suggestion of 
a subsidy to manufacturers to give grounds for higher American 
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tariffs. A saving of the nation’s indirect labour, in addition to 
helping the full employment policy, might well result. Storage, 
with the exception of facilities in Canada, should present no 
unusual problen. Surplus stocks could be turned over by the 
company to the Government as representing exports not re- 
quired in hard currency areas and, therefore, freely available 
for the reduction of sterling balances—Yours faithfully, 


30 Gordon Street, W.C.1 Coin A. PERRY 


Comparative Labour Costs 


Sir,—The first point made in Mr-Wiles’s letter seems to be 
based on a misinterpretation of your brief note on page 775. 
As I read it, your note did not imply that “ all items in indices 
of production are based on value calculations,” but merely that 
an index of production which uses postwar weights based on 
relative values of output discounts, instead of reflecting the 
increased productivity and relatively lower prices of the 
expanding industries. 


This is broadly correct. In the case of the official Interim 
Index the problem actually arises from changes in unit labour 
cost (not overall cost or even output per worker), since the 
1946 weights are calculated by adjusting the 1935 weights for 
estimated changes in the total wage bill of each industry. As 
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the Central Statistical Office has explained, the results Vielded 
by the 1935 weights and by the 1946 weights differ from each 
other because “ changes in wages per unit of output between 
1935 and 1946 were negatively correlated with changes in oyt. 
put. In industries, that is to say, in which output has increased, 
relatively to the average change in output, wages per unit of 
output have, in general, shown a relative decline, and vice 
versa.” (“ The Interim Index of Industrial Production,” p, 45.) 


The relative increase in output of the more rapidly expand- 
ing industries must have tended to increase the relative size of 
their wage-bills in the same proportion, but this tendency has 
apparently been more than offset by the relative reduction in 
the unit labour cost of these industries—a reduction symbolised 
by the letter B in the equations on page 19 of the publication 
quoted above. : 


As regards Mr Kaldor’s assertion in your issue of October 
15th that “the question of whether prewar or postwar weights 
are used is wholly irrelevant to comparisons between different 
postwar years,” this is only true in the sense that doubts about 
the relative merits of using prewar or postwar weights can only 
arise in comparisons between prewar and postwar years. But 
it is not true in the sense that the choice of weights has no 
effect on comparisons between different postwar years.—Yours 
faithfully, P. WYKEMAN 


1 Stanley Gardens, W.11 


Books and Publications 


Search tor a Liberal Credo 


“The Vital Center.” By Arthur M. Schlesinger, Jr. 
Houghton Mifflin. 274 pages. $3.00. 


CONSIDERING the long tenure of power which American 
liberalism has enjoyed—from the Hundred Days of 1933 down 
to the present day—it is surprising how little it has evolved of 
a philosophy of action—even of that most familiar of philo- 
sophies, the ex post facto rationalisation. The historians of 
the New Deal are hard put to it to find reasoned expositions 
of its purposes and policies. They are certainly not to be 
found in the rather synthetic oratory of its founder-President, 
still less in the eloquence of its electoral campaigning. Seldom 
can a reform movement have held office so long and, despite 
al] setbacks, so successfully, without a coherent body of exposi- 
tors, apologists, political philosophers or social theorists. No 
doubt there are good reasons for this and a full expianation 
of the phenomenon would lay bare some of the most 
characteristic and significant features of American life. But 
a price has been paid for it, a price which mounted steeply 
when the death of Roosevelt and the dissolution of the New 
Deal fraternity coincided with the emergence of the Kremlin 
as an open enemy of the west. Deprived of the shelter of the 
great empiricist, their ranks thinned by the defection or the 
enfeeblement of many of his ablest lieutenants, and exposed 
suddenly to deadly doctrinal sniping on a virtually unprotected 
fiank, their left, American liberals have had to re-form, purge 
their Quislings and discipline their Pattons, and, above all, 
learn from their enemies the need not only for a faith but also 
for a theology. 


This process has been long and painful, but the turning- 
point came with the elections of 1948, the exposure at the 
conventions and the defeat at the polls of the Wallace move- 
ment. Even if Truman had lost to Dewey the re-establishment 
of liberal integrity would have been the great gain of 1948. 
As it is, the events of that year have proved that clarification 
of purpose need not mean deprivation of power. 


Mr Schlesinger, watching all this with the dual vision of 
an historian of Andrew Jackson and an organiser of American’s 
for Democratic Action, has sought in “The Vital Center” to 


tell the story of his generation’s American liberalism and, with 
that as a pointer, to work out the philosophy which it needs 
if it is to stand up to the harsh tempests of the roaring ‘forties 
and fifties. Both the story and the analysis make “ The Vital 
Center ” an exciting and important book, uneven perhaps, but 
eloquent, umely and far-reaching. The story describes search- 
ingly but none too harshly the failure both of plutocratic con- 
servatism and of “doughface progressivism,” the menace of 
the featureless industrial leviathan and the totalitarian-com- 
munist crusade, the squalid intriguings of the American 
Communist Party and the gradual evolution of an American 
“Non-Communist Left.” It is a story hitherto untold, at 
any rate with the clarity and penetration displayed here. It 
deserves to be widely read in Britain, especially in those 
quarters where depreciation of New Deal liberalism and 
exaltation of American fellow-travellers have very often gone 
hand in hand. 

The virtuoso brilliance of these chapters perhaps makes 
inevitable a certain sense of disappointment when Mr 
Schlesinger proceeds to his final task, which is to outline a 
credo for his new progressivism. Inevitable or no, there is 
recognisable a certain loosening in the argument when the 
historian gives place to the prophet. Certain clarities emerge, 
but they are negative. Social security, like innocence, is “ not 
enough.” Civil liberties are not to be infringed. Imperialism 
will not stop Communism. Democracy cannot “be trans- 
formed into a political religion, like totalitarianism.” But how 
does the Non-Communist Left transform the negatives of 
liberty, the insufficiences of mere security, into the positive 
“fighting faith” which Mr Schlesinger desiderates ? “How 
to produce a vigilance that never falters ? How to strengthen 
the human will?” Here we are in the Himalayas of inquiry 
and if Mr Schlesinger cannot show us as neat a route for the 
ascent of F6 as some of our prewar guides perhaps we should 
not complain. But in fact, having brought us so far, Mr 
Schlesinger virtually abandons us to our own devices and 
contents himself with asking us to be our age and to recognise 
that there is no funicular railway to the summit, that 
the summit is Jess important than the climb. “We are forced 
back on the reality of struggle. The choice we face is not 
between progress with conflict and progress without conflict. 
The choice is between conflict and stagnation.” 
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The new radicalism, in fact, turns out to be a secular 
Niebuhr-ism. Barth has ousted Marx. But if one accepts the 
continuing reality of conflicts, one may still ask, as indeed Mr 
Schlesinger very properly inquires, how it can be made to issue 
“not in excessive anxiety, but in creativity.” His own answer 
seems to one reader to take refuge in an optimism which may 
or may not be justified but which certainly is not substantiated 
on the same cool and persuasive level of argument as the rest. 
Yet unless someone can find a solution to this problem the 
totalitarian fanatics will still be left with all the tactical advan- 
tages that accrue to those who maintain the offensive, even 
when it is the offensive of nihilism and self-abasement. 


End of a Story ? 


« Promise and Fulfilment—Palestine, 1917-1949.” By Arthur 
Koestler. Macmillan. 335 pages. 12s. 6d, 


Here is the first story of Israel’s birth-pangs and growing- 
pains to be published in Britain. It is a story, not a history, 
for it leaves some substantial gaps in its record of fact. To read 
it with profit demands a knowledge of thirty years’ events in 
Palestine which relatively few Anglo-Saxons possess. But all 
who do possess that knowledge should read it. Although 
maddened by Mr Koestler’s rasping style, they will gain benefit 
from the salutary douches that he pours upon the smug 
Briton who thinks that “we did all we could” as upon the 
embittered Jew who sees no difference between the British 
camps in Cyprus and Hitler’s camps in Germany or Stalin’s 
in Russia. 

Everyone will agree with some parts of the story as here 
told—that the stipulations of the mandate were impossible and 
acted as a permanent irritant; that the mandatory, often in 
spite of itself, defended the backward Arab against the pushful 
Jew ; that the Jews were goaded, as much as anything, by 
British incomprehension of the news from Germany when they 
resorted to terrorism; that the British, when they threw up 
the sponge, ought not sulkily to have wrecked their edifice and 
left a vacuum that made war inevitable. But the record is 
spoilt by palpable exaggerations and untruths. The worst is 
the statement (page 166) that when the British stopped pump- 
ing oil to Haifa they diverted the flow to Amman to “ make 
sure” that the Arab armies should be “well supplied with 
fuel.” This is a physical impossibility. Israelis in the know 
(the reviewer is not One of them) say that there are mistakes 


ot equal magnitude in the account of relations between Haganah 
and Irgun. 


The reader who simply scores these errors, and keeps his 
temper, will be rewarded for his perseverance ‘by the book’s 
final pages, which deal with the effect of the creation of Israel 
upon Jewry as a whole. Mr Richard Crossman, writing after 
the Commission of 1946, of which he was a member, said that 
the state would solve the Jewish problem only for the Jews 
inside it. For the rest—the contented and the assimilated 
westerners—it would entail insecurity, because it would create 


AS 

a constant fear of being told to “go home.”: Mr Koestler 
skates over this consideration to take a different, perhaps only 
a longer, view. He contends that the Jew’s differentness from 
his Gentile compatriot has been based on the sense of exile 
and of longing for return that is a mainstay of the Jewish 
faith. Termination of the exile has, he believes, deprived that 
faith of the quality that made it different from its fellows. If 
the Jew of today is not to expose himself to a charge of divided 
national loyalty he must forgo the luxury of differentness 
formerly justified by his religion. “Now that the mission of 
the wandering Jew is completed he must discard the knap- 
sack and cease to be an accomplice in his own destruction.” 
But Mr Koestler, in the mood of critical analysis untinged by 
the affection of a citizen for his own country gives no sign 
that he himself will follow this advice, 


Roads 


‘ The King’s Highway.” By Rees Jeffreys. | Bletchworth. 
320 pages. 18s. 

Mr Rees JEFFREYS is one of the great men of the road. He 
has here recorded the experiences of a lifetime spent in the 
development of the administration of roads and of road-build- 
ing and he can throw light on many of the less prominent 
chapters of road history because he was personally concerned 
with virtually every one of them. Starting as a cyclist fighting 
the dust nuisance, Mr Rees Jeffreys succeeded in convincing 
the highway authorities of the need for better roads, and the 
motoring community of the need to accept special taxation as 
a contribution towards the cost of improving the country’s 
roads. After this work had been achieved, many of his 
creations, such as the Commercial Motor Users Association 
and the Institute of Automobile Engineers, developed and 
grew until the pressure of events caused them to be merged 
into still larger institutions. Through force of circumstances, 
Rees Jeffreys was on the outside, rather than the inside, during 
the great organic changes in the structure of the road trans- 
port industry of the past decade. For this reason, his account 
of the fluctuations in the Government’s views on the function 
of roads, which have culminated in the passing of the Special 
Roads Act and the acceptance of the principle of motorways, 
is less than complete and, for instance, omits any reference to 
the valuable work of the British Road Federation. 


Shorter Notice 


“Introduction to Sweden.” By Ingvar Andersson and 
others. The Swedish Institute, Stockholm, 311 pages. 
Kr. 12.60. 


This book is a model of what such surveys should be. Well- 
balanced, lucid and accurate, it provides a most useful account of 
all aspects of Sweden and Swedish life. It is tastefully produced— 
the wrapper and binding deserve particular mention—on good 
paper with apt and often beautiful illustrations and a coloured 
relief map. It never degenerates into a guide-book or a potted 
history and assumes throughout a refreshingly high level of intelli- 
gent interest in the reader. 





Fine fabrics and scarves 
by 


Jacqmar 


are available in most countries. For 
your nearest representative, write 
Jacqmar Wholesale and Export Ltd 
6 Grosvenor Street, London, W.I 











GOVERNMENT PUBLICATIONS 
Trade of the United Kingdom 


Annual statement for 1947 of trade with British and 
Foreign countries compared with the years 1943-1946. 

Volume II. Detailed statements respecting Articles Imported 
and Re-exported and of Imports and Exports of Gold and 
Silver Bullion and Coin. 32s. 6d. (33s. Sd.) 


Airways 


| Reports and Accounts for the vear 1948-9. British Overseas 
| Airways Corporation (H.C. 242). 1s. 3d. (1s. Sd.) British 
European Airways (H.C. 243). Is. 3d. (is. 5d.). British 
| South American Airways (H.C, 244). Is. (ls. 2d.). 

| 


Prices im brackets inelude postage, 


HIS MAJESTY’S STATIONERY OFFICE, York House, Kingsway, 
London, W.C.2 (Post Orders : P.O. Box 569, London, 8.6.1); 134 Castle 
Street, Edinburgh, 2 ; 39-41 King Street, Manchester, 2 ; 2 Edmund Street, 
Birmingham, 3 ; | St. Andrew’s Crescent, Cardiff ; Tower Lane, Bristol, 1 ; 
80 Chichester Street, Belfast ; or through any Bookseller. 
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THE 
NATIONAL CITY BANK 
OF NEW YORK 


Incorperated with limited liability under 
the National Bank Act of the U.S.A, 


Founded 1812 


Head Office: g5 WALL STREET, NEW YORK 


London Offices : 


117 OLD BROAD STREET, E.C.2 
11 WATERLOO PLACE, S.W.1 
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AMERICAN SURVEY 





Dr Nourse and the Budget 


(From Our American Staff) 


HE departure of Dr Nourse from the President's 

Council of Economic Advisers, of which he was chair- 
man, marks another milestone on the hard road travelled by 
many of those who try to formulate economic policy. The 
open split in the Council between Dr Nourse on the one 
hand, and Mr Keyserling and Dr Clark on the other, has 
for over a year made it likely that Dr Nourse would resign. 
Their disagreement is merely the latest of a series over 
economic policy and practice which has plagued Washington 
since the scope and responsibilities of government began to 
grow under the impact of the great depression nearly twenty 
years ago. It can be predicted with confidence that this dis- 
agreement will not be the last. 


It was in a speech last week that Dr Nourse most bluntly 
outlined the reasons for his determination to press his resig- 
nation, and made it inevitable that the President should 
accept it. This broadside spared no one, not even the 
President or, by implication, Congress. Dr Nourse confessed 
himself uneasy over a farm policy which stimulates produc- 
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tion by high prices and then, to avoid oppressive surpluses, 
has to resort to restriction. He was “ filled with apprehen- 
sion” by the defeatism of management, which led it, on 
occasion, to prefer banked fires to price cuts which would 
stimulate demand ; he deplored the spectacle of labour leaders 
demanding both shorter hours and larger pensions. But his 
bitterest criticism was reserved for the apparent willingness 
to accept deficit financing as a “ way of life” at a time when 
high production and employment dictated financial prudence 
and made it relatively painless. 


The Council of Economic Advisers, established in 1946 by 
the Employment Act, is the newest of a number of super- 
agencies created to formulate economic policy. That it should 
split was perhaps inevitable, but is nevertheless regrettable. 
Dr Nourse is far from a proponent of laisser faire, but he has 
a caution as to the extent of government activity which is not 
shared by the other two members, Mr Keyserling and Dr 
Clark. He likewise holds the conviction that a council 
appointed to advise the President should do exactly that and 
no more, while the other two believe its functions should 
include open advocacy and lobbying for policies felt to be 


appropriate. The proper character of the new organisation 
has therefore also been an issue. 


Consequently, Mr Truman’s selection of a successor to Dr 
Nourse will be unusually significant. If he chooses—and if 
the Senate confirms—a man sharing Mr Keyserling’s views 
on policy and the council’s functions, the CEA will become 
—<ertainly in the public eye and almost certainly in fact— 
substantially an arm of the Administration instead of the 
objective analytical body many hoped for. And even the 
moderates will feel that their views have not been considered. 
The President has the power to make such an appointment, 
and the decision it implies, but it is fervently to be hoped 
that he will not exercise it. For if he does, the Council will 
lose what power it may have to reconcile divergent groups. 


It is not surprising that the most notorious cause of the 
split—though by no means the only one—should have been 
the budget. For it is in the budget that most differences in 
economic thought finally meet head-on. State policy on 
revenue and expenditure decide the extent of its influence on, 
and intervention in, the economy. And they greatly influ- 
ence, if they do not actually dominate, most others, such as 
monetary, agricultural, construction, foreign, or defence 
policies—to specify only a few. Through its revenue and 
expenditure policy the state can, and increasingly during the 
past two decades has, reached into and pervaded every nook 
and cranny of the economy. 


The budget is attracting attention at present because 
expenditures are rising and a substantial deficit—perhaps $5 
billion—is in prospect for the current fiscal year ending on 
June 30, 1950. This follows a deficit of $1.8 billion last year. 
Before that, there were two years of surpluses, following 16 
consecutive years of deficits. The prospect has caused the 
President to declare that he will ask the Congress in January 
for a substantial increase in taxes—as he did last January. 
This has evoked a cry of anguish from business and caused 
some apprehension elsewhere, exposing the full width of the 
disagreement over economic policy. 


But even the current budget figures do not reveal the 
problem in its entirety, for it runs all the way from tech- 
niques to theory. In simple, unvarnished language, 
budgetary policy is an unmitigated muddle. For 16 years 
every attempt to overcome it—and there have been many— 
has been routed, and the only attitude toward the budget 
on which there is any agreement whatever is one of lively 
dissatisfaction. 


For years the country has been treated to a variety of con- 
cepts about the budget. There are proponents of the annu- 
ally balanced budget, the budget to compensate for cyclical 
fluctuations or for secular trends, the budget to supply incen- 
tives for this and that. There is the concept of a budget to 
provide full employment, a budget to ensure the greatest 
possible efficiency in government, a budget to reduce the 
war-swollen public debt, a budget to alter income distribu- 
tion. All these, and variants of them, and still others, com- 





2 : vibeineiesere 
we. ha age 
a rey when " an 
Seah aes s : : ~ 
: eee 


~ 
a9 Se ON 
ra Bor quail “pe ; 
get ihan i eis 
eR ralenaR apreee 9 one “aon ol ay ae a alia dae " “ dite 
mec eke tony” Ay ek oy Telia arya 7 NM nee eee AK. aes “ a 

: Se beh ta a re ‘ nan 

hi ent aig ye steer baa nt inal Mowe +e 2 
» ogiabbe Mat Ns evil |) ile ile preg st, CONE pinch r 


hid, ag 


ett gyal eA, eice PE ie gen cen te bli ie eto smihiae 


i s y 
Parga eat he <i RAN 
ART SA VOT 


na 


Meet a ‘ 
I itp Ande le aMNE SION Silt he Dinner dinte Mach ste 
“ aa sean Teha a eaMaecasas 


pits 


Ay 


silts 
AOE GIN ema erteie y A A ri WRC eA Meee mH Hp my * 
oar Fades hy ae ~ any rinse Se Aaa a oh Ree peo y 
sce alin elm Seating bane Sepinaah een Se oe, 

sei ei OE Gg IES: 25 sn tl calnocant So alk Sieve ticelaapce 


Nabe 


SANE Rc peerage tl tie 


Files 








reas. 





raga netiniilanin: tn cane iste ibd 
i ceaestunadinth bitin tehsil nid 7necada dak Ahalieo amin 
ned joi Oa Bd 


































































948 


mand considerable followings. But not one commands 
general acceptance. 


For years Congress has struggled to develop a technique 
to master the budget, so that Congressmen should know how 
much money they were voting and, in some detail, for what. 
But no member of the Congress which adjourned in mid- 
October—nor anyone else—knows within billions of dollars 
how much expenditure has been authorised for any given 
period, or can make an accurate and detailed breakdown of 
the huge total. The Budget Bureau has been reorganised 
over and over again and new systems of account and summary 
and analysis have been tried, but there is as much confusion 
as ever—if not more. For years, private, public and quasi- 
public bodies have studied the budget and published weighty 
reports without making much impression. 


The fact is that, since the twin concepts that budgets 
should be balanced annually, and that a government should 
be deemed the best when: it did least, ceased to command 
general acceptance and support some decade and a half ago, 
no authoritative alternative has taken their place. What has 
happened—and to say so is no disrespect to the many who 
labour diligently and in the best of faith on the subject—is 
budgeting by opportunism and expediency. There really is 
no budget: what exists is a sum of special interest and neces- 
sitous appropriation Bills and a revenue system compounded 
of tradition and malice, and governed by the maxim, “ the 
most feathers for the least squawk.” Since it is more attrac- 
tive and less painful to spend than to tax, expenditure cus- 
tomarily exceeds income. 


All this is not to say—though some do—that public credit 
is necessarily going to be destroyed and the currency obliter- 
ated as a consequence of profligate public finance. There are 
powerful checks in the very extensiveness of the present dis- 
agreements ; and a strong inhibition exists in the widespread 
feeling of guilt over the deficit. Moreover, the productive 
power of the country has shown it can survive a great deal of 
abuse. But unti! there is a broader agreement than exists at 
present over economic objectives and the kind of budget 
which will best implement them, many faithful public servants 
will be doomed to frustrations similar to those of Dr Nourse. 


American Notes 
Fair Deal Postponed 


Mr Truman has bidden Congress au revoir, but not 
goodbye, with far more cordiality than seemed possible this 
spring, and with the heart-felt wish that two months at home 
will strengthen Congress for the renewed assault on con- 
troversial legislation, postponed until the shorter session next 
year which will precede the Congressional elections. This 
first session has sat—or been held in place—longer than any 
Congress since 1922, and appropriated more money than any 
of its peacetime predecessors. But only Mr Martin, the 
leader of the Republicans in the House, could compare it 
to a “tree bending before the gale of statism.” Before the 
threat to peace would be more exact ; the great achievements, 
and the heaviest spending, have taken place in the field of 
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foreign affairs. Congress passed the second year of the 
Marshall Plan, accepted the Atlantic Pact and military assis- 
tance to buttress it, approved a $15 billion defence budget 
ratified the Wheat Agreement, and renewed, without any 
jokers, the Reciprocal Trade Agreements Act. 


Of these, only the last was passed without Republican 
support ; and of the two foreign affairs measures lost for this 
session, the DP Bill was buried chiefly by Senator 
McCarran, a Democrat. Point IV—providing investment 
guarantees and technical assistance for a global fair deal—has 
been shelved until next year. The score on domestic legis- 
lation also tends to support Senator Taft’s observation that 
few of this session’s achievements bear the exclusive “ Fajr 
Deal” tag under which Mr Truman campaigned. The farm 
Bill is in the old, bad tradition of pressure politics, a victory 
for the President only to the extent that it seems likely, by 
its cost, to push both consumers and taxpayers towards his 
alternative, the Brannan plan. The long-range Housing 
Act—the session’s welfare peak, with its final approval of 
slum clearance and low-cost housing—owed as much to 
Senator Taft as to Mr Truman, 

A number of vic 
tories, as well as one 
outstanding  defeat— 
that of the proposal 
for a Department of 
Welfare—were _ regis- 
tered on the te- 
Organisation of the 
Government: the pay 
of public servants was 
raised, though by less 
than Mr Truman had 
specified ; military uni- 
fication was tightened 
(to such an extent that 
the Navy blew up); a 
Reorganisation Act was 
passed, and Congress 
accepted the bulk. of 
the minor reforms sub- 
mitted under it by 
the President. On 
minimum wages, the Administration won an increase from 
the outmoded 40 cents to 75 cents an hour, but lost—to what 
extent only the courts can determine—in reduced coverage, 
Rent controls were extended, but weakened by a heavy dose 
of local option. Perhaps the chief change of heart from the 
preceding Republican-dominated Congress was shown in the 
favourable action on public electric and reclamation projects 
and transmission lines—though this took a piece-meal, rather 
than the broad regional, form favoured by admirers of the 
Tennessee Valley Authority. 


«“ THERE—EVERYTHING FITS” 





Herblock in the Washingion Post 


Of the Bills which failed to get through, the two most 
embarrassing to the Administration are the one to 
repeal the Taft-Hartley Labour Act, and the one to advance 
Negro rights. Administration supporters console them- 
selves with the reflection that these two first-class ¢: 
issues are still on tap, but they may be so forever if future 
handling is as maladroit as it was this year. Already it is 
suggested that the Administration means once more 
to alienate the South by giving priority to its least acceptable 
civil rights proposal—that for a Fair Employment Practices 
Bill. 


Two corner-stones of the Fair Deal are halfway to their 
places. The Bill for federal aid to education passed the 
Senate, but foundered on religious prejudice in the House, 
while the promised increase in social security benefits 
the House, but stuck in the Senate. On the other hand, 
business which, unlike labour, fared better in general than 
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it expected, was bitterly disappointed by the failure of the 
Senate to legalise freight absorption. 


x * * 


The Navy Torpedoed ? 


The Navy’s case against the way unification has worked 
was summed up for the House Armed Services Committee 
by Admiral Denfeld, Chief of Naval Operations, with more 
vigour than had been expected, and certainly more than the 
Secretary of Defence considered becoming in a member of 
the Joint Chiefs of Staff. Admiral Denfeld professed his 
own, and the Navy’s, belief in unification, and took no part 
in the blitz of the naval aviators against the Air Force or its 
B-36 bomber. But he emphatically supported the complaint 
of other witnesses that the Army and Air Force had no 
understanding of the crucial part the Navy would play in 
another war, and that the Navy was at the mercy of arbitrary 
decisions as to its armament and functions. No unification, 
in his view, would be better than the present monstrosity. 


Stung by what he considered disloyalty, General Bradley, 
chairman of the Chiefs of Staff, flung himself into a full-scale 
offensive when his turn came to testify, ranging from heavy 
artillery to mere nuisance raids. He upheld the Air Force’s 
case and, by suggesting that amphibious operations were a 
thing of the past, firmly relegated the Navy to the high seas 
and away from land offensives. He was sceptical that large 
Marine forces would ever be needed, and made it clear that, 
in his view, the concept of “ balanced forces ” was far from 
identical with dividing the defence dollar into three equal 
parts. He refused to guarantee the Navy its third of the 
defence budget. The Navy, its hopes torpedoed, drew what 
comfort it could from the fact that General Bradley, usually 
a healer of disputes, had lost his temper and his head. 
Accusations that the Navy was made up of “fancy dans ” 
(show-offs) who would not play unless they could call all 
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the signals, his personal references to Admiral Denfeld, and 
his sarcastic tone lent some colour to the allegations of bias 
and partisanship which the Navy had made. 

From that moment on, General Bradley and the Admirals 
were not on speaking terms, a difficult position for the man 
who poset over the Joint Chiefs of Staff. Mr. Johnson, 
who followed General Bradley, while conceding no part of 
the Navy’s case, and insisting it had built a “straw man” 
of push-button warfare, in which no one believed, adopted 
a tone of calculated moderation. General Eisenhower went 
even further to pour oil on troubled Admirals. 


The Committee, the storm over and its hearings con- 
cluded, has until January to consider its recommendations. 
But there is some doubt in Washington whether, before 
then, Mr Truman may not have to drop at least one of the 
pilots who have run unification on the rocks. General 
Bradley, for all his unfortunate outspokenness, has the sup- 
port of Mr Johnson. It seems more likely that Admiral 
Denfeld may be retired, if the President can be certain he 
will not be added to the Navy’s roster of martyrs. 


* * x 


Congress Courts the Farmer 


The Democrats, who had long ago given up any attempt 
to reconcile their differences on labour legislation, did not 
dare adjourn without agreeing on the line to be taken when 
courting the fickle farmer, who is always liable to vote for 
the Republicans. At the last minute, a compromise on 
agricultural legislation averted the threatened split in the 
Democratic party and gained the support of a number of 
Republicans—although not those who represent the cities 
where housewives are more plentiful than farmers. At first 
glance the new Gore-Anderson Bill looks like a victory for 
flexible supports for farm prices, which would reduce the 
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Government’s financial commitments and encourage farmers 
to grow crops that end up on dinner tables rather than in 
storage bins. But on further examination the Bill is seen 
to be as handsome and expensive a bouquet as any that has 
ever been presented to the farmer, with a carefully chosen 
bloom in it for every type of agricultural interest. 

Prices of the six basic crops—wheat, maize, cotton, rice, 
peanuts and tobacco—will be supported at go per cent of 

rity during 1950, as it has long been obvious they would 
a then, if the Secretary of Agriculture so decides and if 
Congress can break its habit of postponing the evil day, 
support levels can be reduced, for all except tobacco, to 80 
per cent of parity in 1951 and to 75 per cent in 1952. But 
parity—the price which gives the farmer an equitable return 
for his crops in terms of the things he buys—will be calculated 
according to two different systems and until 1954 support 
prices will in each case be related to the higher. One system 
uses the historic basis of comparison, the years 1909-1914. 
the other takes the last ten years and includes the cost of 
labour among the things the farmer buys. 

The new system wil! be kinder than the old to most non- 
basic commodities and is the only one to be used for them. 
Price supports are now mandatory for far fewer of these 
commodities than under previous legislation—only tung nuts, 
honey, milk and its products, wools and mohair and the 
notorious potato, at 60 to go per cent of parity. But the 
Secretary of Agriculture is permitted to support any other 
commodity at his discretion ; in an election year the tempta- 
tion to sweep hog and poultry farmers, soya bean and raisin 
growers and all the rest into the embrace of the Govern- 
ment’s generosity, will be hard to resist. Congress has left 
another, nearly as invidious, responsibility to the Secretary. 
Perishable commodities acquired under price supporting 
operations can now be given away for charitable purposes, 
both at home and abroad, also at the discretion of the Secre- 
tary, who will certainly need more chairs in his waiting room. 

* e x 


Stronger Dose for Shipping 


The never very robust health of the American shipping 
industry has taken a turn for the worse. Shipyards will 
finish most of their present orders by 1951, few new 
contracts are coming in and the amount of repair work is 
falling. The shortage of dollars and the availability of 
foreign vessels has reduced the proportion of the nation’s 
trade that is carried in American ships. But at the same 
time it remains essential that the invalid should be kept 
sufficiently resilient to make its vital contribution to the 
defence of the United States and of its Allies. Shipping’s 
head nurse, General Fleming of the US Maritime Com- 
mission, has therefore had no difficulty in persuading 
President Truman that, if the industry is to withstand the 
devaluation of sterling, it must have larger doses of its old 
medicine, the Government subsidies which offset lower ship- 
building costs abroad. 

At present the Commission can pay up to 50 per cent of 
the cost of ships, and it is suggested that the subsidies may 
now have to be raised to over 60 per cent. The industry 
itself, however, might not welcome a subsidy so large that 
the Government would have a deciding voice in its policies. 
Yet in the past the Commission has been very ready to 
sce things from the industry’s point of view—too ready, 
in the opinion of a Congressional committee, which has 
just convicted the Commission of using improper procedures 
and unjustifiable assumptions when determining the sub- 
sidies for the large passenger vessels now under construction. 
The Commission’s excuse was the difficulty of finding any 
realistic basis on which to assess comparative costs, owing 
to the secretiveness of foreign shipbuilders; it is now 
sending technical experts abroad to gather data. 

Meanwhile, the Congressional specialists have been 
strengthening old remedies and devising better ones for the 
patient’s debility. Half the military cargoes under the 
Mutual Defence Assistance Act must travel to Europe in 
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American ships and the similar stipulation in the Economic 


Co-operation Act has been made more specific, instead 
being abolished as ECA asked. A Senate Committee is 7 
sidering what new medicine would suit the case ; it is pee 
ticularly concerned because the present merchant a8 
almost entirely built during the war, will all become obsolete 
at the same time. The House Merchant Marine Cons. 
mittee has already written its prescription, on lines ested 
by the patient itself. It proposes a number of changes in 
the treatment and would make subsidies available for 
ships as well as for those operating on regular routes. 


* * * 


More Taxes? 


When Congress returns in January, it will find under 
the “ Welcome” mat the same request for higher taxes jt 
picked up last year—and banished to the back of its deepest 
pigeon-hole. President Truman, who in July conceded to 
Congress that, with a slight business recession, it might not 
be wise to grease the skids, last week revived his demand 
for higher taxes to meet the cost of government and avoid 
increases in deficit financing. Presumably he has concluded 
that business looks healthier, while no one can ignore the 
pallor of the federal budget this year. 

Mr Truman blames the $1.8 billion deficit in the last fiscal 
year on the reductions in the “ rich man’s tax Bill” passed 
by the Republican Eightieth Congress. Arguing that 80 per 
cent of the budget is in fixed charges, he professes to see 
no alternative to a tax increase. Many Congressmen h 
disagree, but the session just concluded failed conspicuously 
to cut spending significantly below the President’s estimates. 
Time—and deficiency appropriations—may swell it further. 

It is manifestly undesirable that in prosperous years the 
United States should incur heavy deficits. But aside from 
the natural reluctance of a Congress of any political com- 
plexion to raise taxes in an election year, the first tax step 
Congress would like to take is a reduction in the wartime 
excise taxes, and for this it has the Administration’s support. 
When they were last increased in 1944, it was promised that 
these taxes would be eliminated six months after the end of 
hostilities. They were imposed, not only to increase revenue, 
but to lighten the load on certain facilities—transport, tele- 
graphs, telephones—and discourage luxury spending, Like 
all sales taxes, they are discriminatory and repressive. High 


of freight and persons. i 
greatly when there was a seller’s market, found the levies 
becoming painful this year as consumers began to count their 
pennies. Indeed, the yield on retailers’ excises has been 
declining since 1947. Their and some Congress- 
men, regard the repeal of these taxes as a valuable weapon 
against unemployment and the recession. The recession 
appears to be retreating ; not so the retailers. 
* 


ithe social -colk 50s: relict ede Cine of ay 
capital consequently is less imperious. Business was 
pleasantly surprised when in August Mr McCabe, chairman 
of the Federal Reserve System, urged that the capital gains 
tax be modified, double taxation of dividends and 
income taxes in the higher brackets lightened, to encourage 
saving and investment in equities. But equity capital casts 
few votes ; and for any relief granted, alternative sources of 
revenue must be found. Mr Truman, recommending in July 
that the excise tax on freight bills be repealed, suggested that 
increased levies on estates and gifts might fill the gap. Bust 
ness men would like to see the co-operatives taxed, while the 
Treasury is said to be eyeing other tax-exempt institutions, 
particularly when they run profit-making enterprises, SU 
as the macaroni company owned by New York University. 
A postponement of the evil day of tax increases might also 
be secured by requiring corporations to pay their taxes more 
punctually. Indeed, if there is to be an substantial increase 
in taxes next year, corporations may well bear the brunt 
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Central or South America, ask your banker 
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THE WORLD OVERSEAS 


1949 





First Aid for Berlin 


(From A Special Correspondent) 


A‘ a first glance, western Berlin is a much happier and 
more prosperous place this autumn than it was last. 
Nobody’s sleep is disturbed by the interminable, ominous 
coming and going of aircraft. The shops and street markets 
are selling fresh and varied food and consumer goods of all 
kinds. People are better dressed. The Kurfuerstendamm 
twinkles again by night. There are more trams and buses. 
You do not see grey men and women wearily dragging home 
tinder from the Grunewald. 


But the appearance of better times is illusory. It is main- 
tained at the cost of a municipa! deficit of eighty million 
marks monthly, caused largely by the payment of unemploy- 
ment relief. At the beginning of the blockade there were 
some 40,000 unemployed persons in west Berlin. A year 
ago, in the most critical phase of the blockade, there were 
100,000. Today, six months after the lifting of the blockade, 
there are 250,000. Unemp!oyment, originating from lack 
of capital to resuscitate industry, is the cardinal complaint. 


Berlin lost its capital in 1945 and has never got it back. 
Bombing and shelling, followed by the dismantling of eighty- 
five per cent of plant and the confiscation of 5,000 million 
marks in the banks, reduced the city’s earning power to the 
minimum possible for bare survival. In its reduced circum- 
stances, and as an uncertain battleground for Four Power 
politics, it also lost the confidence of those who were in a 
position to help. Berlin firms have consequently had to 
rebuild their businesses on short-term credits, never knowing 
whether they will be renewed. 


Three currency reforms and the blockade simply aggra- 
vated these conditions. While the big electrical industry has 
deftly scraped along, most of the smaller undertakings in 
west Berlin have been brought to a standstill one by one. 
When the blockade was lifted, the Berlin market was imme- 
diately flooded with consumer goods from the waiting West 
before local firms could get going. Half of these goods could 
have been made in Berlin. 


West German Attitude 


Nor did the raising of the blockade revive western Ger- 
many’s confidence. Western German firms are still shy 
to place contracts in what they consider so insecure an out- 
post. Only the other day a Ruhr firm invited tenders for 
the construction of a turbo-generator. A.E.G. of Berlin 
offered to make the generator at the cheapest price—950,000 
marks—and promised delivery two months earlier than any- 
one else. The Ruhr customer informed the next-best 
bidder in the west, who promptly came down to 930,000 
marks and obtained the contract. A.E.G., who were ready 
to come down to that extent, were not consulted again. 


Until the establishment of the Pieck Republic, with its 
headquarters in east Berlin, west Berlin’s leaders imagined 
that the only way to restore confidence in the outpost’s 
future was to proclaim west Berlin the twelfth land of the 
Federal Republic. They have modified their claims since 
it became apparent to them that such a move might provoke 
the Russians to consider the four-power agreement on Berlin 
at an end. In its present isolation western Berlin cannot 
forego the protection that the agreement affords. So, with an 
eye on cast Berlin’s new status as de facto, though not de 
jure, capital of eastern Germany, the west Berlin leaders have 


asked that west Berlin shall be de facto, though not de jure 
an integral part of the Federal Republic. They envisage an 
economic and financial Anschluss, such as that of the Saar- 
land with France—the political issue being similarly left 
open until another, more convenient day. For the time 
being, it is enough to let Berlin’s earning power be restored, 


Bonn Officials Expected 


Such a proposal suits the book of the ruling west German 
politicians, who view Socialist Berlin’s potential political 
influence with some misgiving. The plan of help to which 
Dr Adenauer and the Federal Minister of Finance, Dr 
Schaeffer, have now committed western Germany promises 
Berlin substantia! credits and government contracts. Private 
firms likely to place orders in Berlin are to be encouraged by 
Federal Government guarantees. Goods manufactured in 
Berlin are to be exempted from certain indirect taxes. Those 
supposedly lost banking accounts, the so-called Uraltkonten, 
are to be revalued at five per cent. A common west German 
and west Berlin banking system is to be introduced. Western 
Berlin is to be an equal, if not favoured, partner with western 
Germany in receiving Marshall aid. There is stil] some tenta- 
tiveness about these proposals. The details of their applica- 
tion are being worked out in Frankfurt and Bonn. The 
important thing is that western Germany has committed 
itself to help Berlin. It will be spared additional expense 
later if it acts swiftly and generously now. 


Dr Adenauer did not promise immediately that any federal 
departments would be moved from Bonn to the former 
capital, but there seems to be little doubt that some depart- 
ments will be coming. The British are clearing Cumberland 
House for the purpose, and all is set at the Berlin end to 
receive them. President Heuss will probably have some- 
thing to say on the subject when he comes to Berlin next 
week. The arrival of part of the federal service will contri- 
bute not only towards restoring confidence in Berlin, but also 
towards repairing the city’s finances. It is reckoned that forty 

r cent of Berlin’s invisible exports before the war derived 
rom its services as the German capital. 


It is not fair to western Germany to see only lack of vision 
or selfish calculation in its hesitancies over Berlin, Western 
Germany is militarily powerless, and cannot be expected ‘to 
have much confidence in the future of the bankrupt, rump 
city, at the far end of 102 miles of Autobahn, unless the 
western Allies firmly display their own confidence in Berlin’s 
future and their determination to stay there as long as may 
be necessary to secure its independence. They did this mag- 
nificently during the blockade. They have not made their 
intentions so clear since, unlike the Communists, who see in 
Berlin the key to the domination of Germany, and therefore 
western Europe. From the west there have been fine words, 
culminating in the Allied High Commission’s latest statement 
that “it regards and will continue to regard Berlin as being 
confided to the care of the western Occupying Powers im a 
special manner.” In practice the western Allies are giving 
the impression of a general evacuation at the very moment 
when east Berlin has been elevated to the status of a capital. 
It may be more comfortable, convenient, and econo 
back in the Rhineland. But is it worth while in the —_? 
run to give even the appearance of losing interest in Berlin 
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Can the Arab Refugees 


Survive ? 


WHENEVER the United Nations discusses the Arab refugees 
politics and emotion vie for first place on the rostrum. 
Broadly speaking, three streams of thought are vented. The 
first comes from the anti-communist states with interests in 
the Middle East. These are all anxious, for political as well 
as humanitarian reasons, to get the cancer treated quickly. 
The second comes from the refugees themselves, who rend 
the air with cries for repatriation. The third stream comes 
from Israel, which agrees with the West in wishing for quick 
settlement, but not at the price of disturbing its own Jewish 
immigration arrangements. Can the West invent a bridge 
between the Jewish and the Arab views ? 


The dimensions of the problem are not lessening with time. 
A few refugees have found jobs and settled to a life not 
unlike their old one, but their disappearance from the total 
number of the indigent is offset by the appearance at the 
relief stations of once better-to-do families who have now 
exhausted their means, or whose foreign visas have expired, 
or whose permits to work, granted in a first flush of sym- 
pathy, have now been rescinded by some neighbouring 
Ministry of the Interior. 


Neighbours cannot tender succour for ever But the day is 
round the corner when the United Nations and its agencies 
will say that they, too, cannot handle relief indefinitely. 
Murmurs to this effect are already audible in the offices of 
the Red Cross. Present arrangements are as follows: The 
United Nations Relief for Palestine Refugees Organisation 
(UNRPR) which was set up by the Assembly in 1948, is still 
responsible for overall financing and organisation. The actual 
administration of the relief has been transferred to the Inter- 
national Red Cross, to the League of Red Cross Societies, 
and the American Friends. These contracts expire in Janu- 
ary. In any case they are linked to a fund that is approaching 
exhaustion—the Special Fund collected last year by means of 
an appeal to the better feelings of States Members. This 
was intended to total $32,000,000 for nine months, from 
December 1, 1948, but on August 15th last only $21,524,016 
had been contributed in cash and kind. To this figure must 
be added $6,000,000 contributed by UNICEF (the Inter- 
national Children’s Emergency Fund) without which aid 
numberless refugees would have died since it produced sup- 
plies at a time when no other help was in sight. 


By following a policy which has at times looked inhuman, 
but has turned out to be laudable, the American director of 
UNRPR, Mr Stanton Griffis, has spun this fund out to 
cover far more people, for a far longer time, than was origin- 
ally intended. The intention was to feed and succour 
5,000,000 people for the nine months. But Mr Griffis allowed 
no spending till the cash was in the bank. As he has organised 
matters, the fund will last till mid-December in cash, and 
till mid-January in foodstuffs. It is feeding crowds whose 
exact numbers are almost impossible to compute on account 
of the refugees’ practice of moving in search of better con- 
ditions, of registering at more than one station, and of 
refraining from recording deaths and departures in order to 
draw larger rations. All told, just over 1,000,000 are 
registered with the three societies administering relief, but 
all know this number to be too high. Only 940,000 rations 
are being distributed. This figure is again thought to be 
an overestimate because entitlement to relief encourages 
exaggeration. The most reliable guess is that there are at 
present some 820,000 refugees in all, distributed as follows: 

Palestine and Jordan ... 344,400 
Syria, Lebanon and Iraq 262,400 
Gaza strip ... Si ... 206,000 

As things stand, both UNRPR and the agencies are greatly 
to be congratulated on the work they have done upon the 
Means available. About 33 per cent of the refugees are in 
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their camps. All are getting on an average at least 1,500 
calories a day ; the figure for Syria is 1,730. Under-nutrition 
is therefore common, but malnutrition is rare. No disease 
has reached epidemic proportions. The death rate can only 
be guessed ; many deaths go unreported for the reason 
already specified ; but it is certainly not above 20-25 per 
1,000—that is, about equivalent to the average death rate in 
Egypt. Nevertheless the refugees, in their poverty stricken 
condition, with their lowered resistance to disease, and low 


morale, remain “a public health menace of the first magni- 
tude.” 


Since no authority, national or international, can continue 
relief indefinitely, the chances of work or settlement that 
are open or opening ought to be in every Arab mind. But 
they are not because the refugees, out of ignorance, and 
the Arab politicians, out of an obtuse belief in the 
pentane of collapse in Israel, are bent upon standing out 
or repatriation, come what may. So far, therefore, only 
negligible numbers have found what they consider to be 
a possible way of life. Of the plans so far made for self- 
help on a large scale, only two are worth mention. The 
larger is the Jordanian Government’s scheme for using part 
of its £1,000,000 loan from Great Britain to convert the 
present extensive cultivation of cereals in the Jordan valley 
into intensive cultivation of early fruits and vegetables. Such 
a plan, for which there would be a perpetual market in 
Jerusalem and Tel Aviv, might enrich Jordanians as well 
as employing some of the practised vegetable growers who 
used to live in the Palestinian coastal plain. The smaller 
is a laudable scheme whereby Musa el Alami—the most 
broadminded and balanced of the former Palestinian Arab 
leaders—is using funds originally contributed to the Arab 
Office’s “constructive scheme” for buying land to keep 
it out of Jewish hands in order to establish refugees in 
permanent homes in an area near Jericho. 

Almost half a million people nevertheless remain on 
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Uno’s hands. Its officials estimate that a vote of a further 
$6-8 million would enable them to carry on with relief till 
the end of March. But what then ? Will the Arab govern- 
ments by that time have accepted the proposals that Mr 
Clapp is expected to make for employment of the able bodied 
upon public works schemes financed at international 
expense ? If so, some further two hundred thousand might 
shift and become candidates for absorption. If not, how 
are the United Nations to persuade the Arab temperament 
that wholesale return is impossible, that international aid is 
not eternal, and that to accept something that is second best 
is better than to lie down and die. 


Western Union in the Field 


[BY A MILITARY CORRESPONDENT] 


DurinG the first two weeks of October the British Army 
of the Rhine with the Royal Air Force, two Belgian brigades 
and units of the armies of the United States, France and 
Norway, carried out combined manceuvres in the area around 
Paderborn. The exercise, appropriately called “ Agility,” 
was in two parts ; the purpose of the first, to exercise the 
British armoured division and one Belgian brigade; the 
purpose of the second, to exercise the 2nd Infantry Division 
and the other Belgian brigade, each supported by armour. 


During the manceuvres, the troops practised the occupation 
of a defensive position, a night withdrawal, defence and 
counter-attack, and the attack from a defensive position. 
The 2nd Division’s front varied from 4} to 7 miles in rolling 
country which, with its woods and a few steep hillsides, 
occasionally forced tanks into defiles but contained no major 
tank obstacles. It is not difficult to estimate that, even if 
the Western Union countries have at the start of a war 30 
divisions available to man their eastern frontiers, the frontage 
of most of these divisions will be nearer 25 miles. It was 
not surprising therefore to hear General de Lattre de 
Tassigny ask that BAOR should train on 25 mile fronts 
during the next year. But that was not a criticism of these 
exercises. It is doubtful if any division operating on such 
a front could, even for a short time, have held up an enemy 
equipped with armour in the country chosen for these 
manceuvres. Moreover, a narrow front saves petrol and pro- 
duces better lessons in night movement, concealment by day, 
battle procedure and staff work in co-operation of all arms. 


These manceuvres inevitably taught spectators, com- 
manders and troops many purely military lessons, but they 
had a wider importance also which cannot have escaped the 
inter-Service Committee which is considering the future 
shape of the British armed forces. Co-operation between the 
army and the air force, co-operation between allies and the 
equipment and organisation of a British division were once 
again on trial. Co-operation between army and air seems to 
have lost nothing, save a little practice, since 1945, and the 
RAF is now better equipped with faster aircraft. The US 
armoured cavalry unit which took part in both parts of 
“ Agility ” received nothing but praise both for its dash and 
for its wholehearted co-operation. 


Co-operation at unit level with our other allies is not so 
easy to attain because of language difficulties, but French 
and Belgian infantry attacked successfully with the support 
of British tanks, and the Norwegians worked well with an 
infantry brigade and the US armour. 


But this co-operation on unit level was but a token of 
Western Union and Atlantic military unity. How much, one 
wondered, is going to be done and how soon, towards 
standardisation of equipment, supply and staff procedure ? 
How much is the military thought, on which the occupation 
forces and reserves for the European theatre will be trained, 
to be led from Fontainebleau rather than from each indi- 
viet er Office ? Or is it to be led from Washington ? 

timately the success or failure of united defence rests on 
the degree of mutual confidence that exists between British, 
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American and French field commanders Particularly, but 
also between commanders of all the forces of the partici- 
pating countries. General de Lattre de Tassigny’s presence 
at these mancuvres was, therefore, important. What is his 
real status as Commander-in-Chief, Western Union 
Forces ? Will he soon have authority to tell British and 
Belgian commanders how their training is to be conducted 
or their formations to be organised ? At present there is 
no directive known to the public, and all seems to depend 
upon the relations between commanders, a strain upon them 
which they bear with a loyalty to several masters and a 
skill that their diplomatic colleagues might envy. On this 
particular occasion General de Lattre de Tassigny, if he 
arrived with some reservations about the tactics of a British 
infantry division, appeared to leave in an ecstacy of delight 
at the excellence of British armoured and infantry ¢o- 
operation. 

Most of the “ Agility” exercises were carried out by in- 
fantry and armour in close co-operation. It is now difficult to 
imagine any operation in a war in Western Europe or in the 
Middle East in which infantry operate without tanks, The 
balance between infantry and armour will, it is believed, soon 
be adjusted in BAOR to give all the infantry full armoured 
support without interfering with the armoured division. But 
much, surely, has to be done to achieve the same balance in 
the British Army as a whole. Armour is expensive not only 
in tanks but in the high standard of mobility and communi- 
cations that it demands for its co-operating arms. There is a 
need to look elsewhere for increased fire power, for swollen 
infantry sections of nine or ten men—which national service 
allows—may be wasted if more infantry weapons and more 
artillery than BAOR can boast are not to be available. If 
infantry must have armour, then it is probable that the 
numbers of tanks and skilled technicians, including wireless 
operators, and not the numbers of recruits and national 
servicemen, may form the limiting factor to the size of the 
really effective army which Britain can maintain. 


Conscripts Well Trained 


The importance of equipment emphasises the importance of 
the professional element in the army. Few national service- 
men can be trained to fill many of the technical positions ; 
for example, the grave shortage of wireless operators cannot 
be eased by them. Everywhere it was said that there are too 
few regular officers, N.C.O.s and men, too few to form an 
efficient mobile army, and too few to train the National 
servicemen without overstraining their own limited strength. 


Yet the national servicemen are clearly being well trained. 
These young men, some of them with only four months’ ser- 
vice, form about seventy per cent of some fighting units. 
More than half the tanks on training were driven by them, 
and no tanks broke down in the presence of the spectators. 
But twelve months hence many tanks will have different 
crews and perhaps most infantry sections will have no more 
than two survivors with “ Agility ” experience. This imposes 
a great strain on the regular whose task it is to be both the 
schoolmaster to ever changing pupils and the competent 
battle leader with pride in his team. 

The full effect of the national service scheme, as now 
organised on an eightcen months’ basis, will not be felt until 
mid 1950, when the army will have lost the last national 
servicemen with more than eighteen months’ service. It is 
fair to say, however, that even with the present number of 
regulars the national serviceman in Germany does not waste 
his time. It is harder to prophesy the effect that the con- 
tinuation of the present scheme will have on the regular 
element ; unless their number increases it seems their 
efficiency and their own incentive must decrease, This does 
not, however, constitute a sufficient reason for abandoning 
conscription of some kind. All the lessons of these 
manceuvres went to show that some form of national service 
scheme must remain for some years if reserves are to be 
given that very necessary basic training. 
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LIMITED 
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A COMPREHENSIVE 
BANKING SERVICE 


In their capacity as private bankers, Glyn, Mills & 
Co. have always arranged that the service placed at 
the disposal of their customers should be truly 
compre hensive, covering all financial problems 
trom those of the large public corperation to those 
of private individuals. They are equally well 
equipped to accept duties as Company Registrar, 
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perience and organisation enable 
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ways. We invite your enquiries. 
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Cuts Without Policy 


N the long series of pronouncements on economic 
policy issued by the Government since 1947, none 
has been more perplexing and unsatisfactory than the 
Prime Minister’s statement last Monday. The country 
had been warned to expect something unpleasant and 
was keyed up to receive it. It now feels let down by 
a statement so diffuse, so inadequate, and so fabian that 
the Chancellor’s unpremeditated outburst at the time of 
devaluation about crises being followed by expedients 
has been given new meaning. The Chancellor of the 
Exchequer had his opportunity on Wednesday to rescue 
these grave matters from the level of commonplace. His 
performance, unhappily, was pedestrian and uncon- 
vincing. 

There was a time in 1948 and even last April when 
economic policy was submitted to a sincere test 
whether it fitted the broad diagnosis of the state of the 
country’s economic health. The wisdom of such tests is 
proved by the improvement in economic conditions in 
1948. Disinflation did work ; and an “ overall ” balance 
of payments was achieved. For several months past, all 
the evidence has pointed to rising inflationary pressure. 
Devaluation has worsened the terms of trade, and of itself 
has heightened the existing pressure. It has caused a 
wholly new situation in the balance of payments and 
major shifts of internal and external prices. The first 
starting point in any attempt to measure by how much 
the British economy is once again being distorted by in- 
flation and by how much the total of expenditure needs 
to be cut is to do two sets of sums—first to recalculate the 
scale of new investment and the means by which it is 
being paid for, and secondly to discover what effect de- 
valuation is having on the balance of payments. The first 
objection to this week’s statements is that they lack even 
this foundation of factual data. : 


Such facts as there are show only too clearly the extent 
of the deterioration which has taken place since the 
Chancellor budgeted for his ordinary revenue surplus of 
{470 million last April. Those who thought that the 
“true ” surplus, together with private savings, would be 
insufficient to finance the capital investment programme 
without further inflation have proved to be right. But 
quite apart from original miscalculations of the true 
savings which were required at the time, the plain fact is 
that the crude revenue surplus will not be nearly so great 
as the Chancellor expected. Soon after he set his face 
against any Supplementary Estimates, one was presented 
for £21 million, and there are additional bills to come 
in for defence, the health services, and to finance stocks 
at higher prices held by the trading departments. In 
short, the Chancellor has not kept his part of the bargain 
to fix Government expenditure at the level budgeted last 
April. So far as the investment programme can be meas- 
ured, it appears to be running close to the intended level. 


But apart from the Government’s failure to provide its 
share towards financing this programme, there is clear 
evidence that personal savings, too, have not been mak- 
ing a sufficient contribution. 


The second point is that devaluation, by altering the 
terms of trade, calls for a larger volume of exports to 
secure a given volume of imports. If these extra exports 
are to be found without inflation, domestic demand 
must be correspondingly reduced. A note on page 962 
examines (in default of official estimates) the new arith- 
metic of the deficit. Such calculations have no absolute 
accuracy ; the assumptions are wide and the quantities 
are constantly changing. But they are a more reliable 
guide to the adequacy of policy than the Chancellor 
seemed disposed to admit on Wednesday: 

No one has ever imagined that the degree of inflation in 
our economy could be calculated or measured with mathe- 
matical accuracy. It is much more a matter of broad judg- 
ment than of calculation. ... 

The Government had made the best review that was 
possible, and the cuts announced by the Prime Minister 
on Monday were believed to be enough “to produce 
the conditions that we need for our renewed export 
drive.” If the judgments were wrong, there was always 
the Budget “ before very long.” 


But it is hardly necessary to wait as long as that to 
say, with positive certainty, that the measures proposed 
are wholly inadequate to get rid of inflation in the 
economy and to’ promote energetic salesmanship in the 
dollar markets. The total economies which are contem- 
plated will, according to the Prime Minister, have a total 
disinflationary effect when in full operation of about {250 
million a year. Some {£140 million towards this sum 
is to be found from cuts in next year’s investment pro- 
gramme, while reductions of Government expenditure, 
coupled with the increase of Profits Tax already 
announced, should produce “ well over £100 million for 
next year’s Budget.” The rest is to come from savings 
on defence. It would have been possible to 
double this total saving without running any risk of 
driving the economy into a condition of deflation. The 
Government propose perhaps half of what is necessary 
to get back merely to the condition of last spring. 


The Investment Programme 


Sir Stafford Cripps’s speech on Wednesday filled in 
some of the missing details about the investment pro- 
gramme. This is, in any case, a field in which the 
intention to cut is a very different thing from actual cut- 
ting. The autumn crisis of 1947 produced the same 
intention, but total investment in the following year in 
fact rose by £300 million. Perhaps the clearest way of 
setting down the intended cuts is to compare them with - 
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the estimated rates of fixed investment given in the 
“Economic Survey” for 1949:— 


Estimatep Gross Fixep Investment, UK 
(£ Million) 
1949 1950 
Econ. Survey Proposed 
3 estimate Cuts 
Pee BOE OOO 5 i Sales oe sees 220 25 
Transport, communications and 
CINE hc ine 5 9 be kee sans 3650 10 
RACED as 6 thee cso oie a 95 25 
Cee DROS ooo 6s kes cds ce 450 = 
Houses (including repairs).....--- 420 35 
Other social Services... . 2.25. c oe 105 8} 
Defence and administration ...... 70 
Marthern Ischam. .4 cs nic to cues v0 35 ae 
Miscellaneous investment......... 370 35 
2,125 140 


It is something that industrial investment has not been 
treated on a basis of less eligibility, though it is true 
that aggregate reductions of “ not more than 4 or 5 per 
cent” which are proposed should produce £25 million, 
which is far from negligible. Once again, the 1947 
doctrine has emerged that plant and machinery must 
be diverted to hard currency markets. How is “some 
curtailment in our use of these goods in the home market 
and the removal of some pressure of demand” to be 
translated into effective policy ? Of the £25 million to 
be cut from fuel and power, electricity (estimated at 
£115 million this year out of the total of £220 million) 
takes the biggest reduction. The main blow will be felt 
by distribution. It was explained by the Chancellor in 
terms which suggest that the original plans were them- 
selves adrift: 

We cannot afford to provide new supplies of electricity 
as rapidly as we would have liked, and some check must 
be imposed on the rate at which new connections are made 
and schemes of rural electrification are implemented. With 
the present shortage of generating plant, it is in any case 
undesirable for the industry to take on heavier and heavier 
consumption loads, which are bound to aggravate the 
problem of closing the gap between demand and capacity. 

Gas is forbidden to make a start on the improvement 
of supplies and the lowering of costs; since “these 
schemes would not in any case have matured for a very 
considerable time” the conclusion appears to be that 
the Government was over-hasty in nationalising an 
industry to which it now denies hope of any immediate 
improvement. The oil refining programme is largely 
spared, on the ground that it promises a “quick and 
substantial saving in dollars "—which in the short-run, 
at any rate, is open to argument. 


In transport and communications, a saving of 
£10 million is looked for. Once again, an attempt is 
to be made to divert into the export market a large 
number of passenger and goods vehicles that are now 
entering the home market. This was proposed in 1948 
and failed ; it was proposed again for 1949 (to effect a 
total cut of £20 million) and is still failing. By what 
means is the diversion to be secured in 1950 ? 


It is perhaps on the proposed housing programme 
that the greatest doubts arise about intentions and per- 
formance in 1950. In 1948, the modest cut proposed 
was quickly forgotten. In 1950, perhaps, the proposed 
cut may be more effective because it is deliberately aimed 
at private building and leaves the local authorities’ pro- 
grammes to proceed without substantial reduction. The 
reduction of investment which is intended amounts to 
£35 million, and will mean “ during the course of next 
year” a reduction in houses under construction from 
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200,000 to 175,000. This is capable of produci 
sensible degree of unemployment E the building enldes. 
and the test of the Government’s intentions (or of the 
strength of the Government which succeeds the present 
administration, for that is the one which will be involved 
will be its reaction to the cries of an industry which has 
more manpower than can be justified either by its effi- 
ciency or by the needs of the economy as a whole. 


There remains, finally, a sweeping cut of £35 million 
in “miscellaneous investment.” This is perhaps the 
most doubtful of all the items in the 1950 programme 
Much of this miscellaneous total consists of repair work, 
not at present subject to building control, and never y 
effectively controlled when the exemption limit was 
lower. In the Chancellor’s view, this is “less essential 
work,” and resources must not be allowed to move in- 
discriminately into this field. Once again, therefore, 
the volume of miscellaneous building work is to be 
“ kept within bounds ” by tighter controls and a lowering 
of the exemption limits. 


What is the total effect of these cuts in the investment 
programme ? Whatever it is, its impact on the 
will not be felt until quite late next year. ‘ Early results 
should be obtained where machinery and vehicles are 
being diverted to the export market.” But of the 
machinery which would compel such diversions, or the 
economic pulls which might attract them, nothing was 
said. Over much of the field, only a gradual reduction at 
best will be possible. And past experience has shown 
that before a reduction in capital expenditure becomes 
translated from plan into fact, the surrounding circum- 
stances which ordered the plan have themselves changed 
out of recognition. It is impossible to put great faith 
either in the extent, or in the timing, of the reductions 
in capital investment which are proposed. To accept 
them as a reliable forecast of a reduced pressure on 
resources even in twelve months’ time is to ignore all 
the lessons of past experience. 


Government Savings 


If the investment programme is unconvincing, the re- 
ductions in the Government’s non-capital expenditure 
are plainly inadequate. That conclusion stems in- 
evitably from the area of action which the Chancellor 
permitted himself—not to injure the main scope of the 
social services or impose any major reduction of the 
food subsidies. Given such limitations, it is quite 
obvious that economies could only be confined to trim- 
ming the odd frills from a range of miscellaneous 
Government activities. Savings on these less essential 
services are put at between £40 and £45 million a yeat 
—which, for practical purposes, means the financial year 
ending in April, 1951. Some £6,000,000 will be saved 
by the Ministry of Supply—‘ this widely-spreading 
Ministry "—and £1,750,000 by the Ministry of Food. 
And so the total is built up by a process of departmental 
snipping, which suggests that much more could be done 
with a greater will. Curtailments of information sef- 
vices, a penny on school meals, the postponement of de- 
requisitioning in order to save on building new accom- 
modation for the Ministries, the raising of the qualify- 
ing acreage to rank for potato acreage payments—these 
are some of the examples which the Chancellor quoted. 


The second group of measures do involve 
in policy. They are expected to produce £53 
million, of which the bulk will come from the ending of 
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the subsidy on animal feeding stuffs yielding £36 
million. The shilling prescription under the Health 
Service (if a token charge is now admitted, why not also 
for spectacles and dentures?) should produce {10 
million; and increases in food prices will save {7,000,000 
from the subsidies. The third class of saving is on 
defence, where £124 million is to be found in the pre- 
sent financial year and £30 million in the next. 


No estimate is offered of the effect of all these savings 
on the current year’s budget. In terms of disinflationary 
policy, therefore, they are largely notional savings, of 
which the true effect cannot be calculated until next 
year’s budget is under review. It is, of course, impos- 
sible to make changes in capital or Government expen- 
diture quickly. To produce a quick effect, it is 
necessary to do what the Government have so obviously 
shrunk from doing—to propose cuts in expenditure 
which, even though their full effect is inevitably delayed 
to some future date, produce in the present a sense of 
urgency and shock which is capable of making the 
private sector of the economy behave as the Govern- 
ment would wish. As it is, Sir Stafford’s claim that 
“it will be no less necessary for the private individual 
to exercise a control, too, or all the good that can be 
done by the Government economies would be countered 
and negatived by the action of private individuals” 
merely becomes fatuous, for the Government’s economies 
are inadequate and putative. 
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Imports and the Balances 


Equal confusion arises about the dollar import pro- 
gramme. Last July, the Chancellor announced that the 
. anticipated programme of dollar imports (apparently 
. for the year from mid-1949 to mid-1950) was to be cut 
to $1,200 million. That rate was confirmed by the 
Prime Minister on Monday (though it now appears to 
refer to 1950). In July, a standstill on new dollar expen- 
diture was imposed, but despite this fact and because of 
a great increase in dollar imports in the second quarter 
which had to be paid for in the third quarter, the total 
of dollar imports for 1949-50. is expected to reach 
$1,400 million, instead of the intended $1,200 million. 
Here is a good illustration of the fallacy of salvation by 
import cuts: -First, the cuts are simply not being 
achieved, and the Chancellor’s repeated intention on 
Wednesday that “ we. should be down to $600 million 
in the first six months of 1950” is, in the light of past 
experience, no guarantee that this will in fact happen. 
Even so, to put the dollar import programme as high 
as $1,200 million a year involves, as the Chancellor 
recognised, taking a risk about the growth of dollar 
exports. Even with Marshall Aid, dollar earnings are 
insufficient to cover this programme of bare necessities. 


The cut in British dollar imports was paraded last July 
as a specific contribution which Britain would make, 
in concert with the other Commonwealth countries. 
If it is now clear that British intentions have not 
yet been fully borne out by achievement, it is 
doubtful, too, whether the cuts which were then hoped 
for from the leading sterling countries are being realised. 
Devaluation has called for a recalculation of sterling area 
arithmetic and sterling area policy, but of this there was 
no sign in the Chancellor’s speech, except in his refer- 
ence to the grievous difficulty which is now being caused 
by an unduly generous release of the sterling balances 
in the past. Admittedly, the Chancellor did not put 
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the probfem of the balances in those terms, but he did 
most specifically distinguish for the first time between 
the reserves which the sterling area countries need to 
keep in London to meet their current and future needs 
and the “special considerations” which arise in the 
case of the wartime sterling balances. Unfortunate} 
this distinction is too belated to be translated into quick 
and effective action. It is only a few months since 
generous releases from the wartime balances were 
agreed with India and Egypt; and it is a mere matter of 
wecks since the Chancellor observed that nothing could 
be done about the sterling releases until the middle of 
next year. Yet, at one point in his speech, he was pre- 
pared to hope that some of the necessary increase in 
exports to the dollar countries may come from un- 
requited exports. How can this possibly be so, if invest- 
ment in the Colonies (which absorbs unrequited 

of capital goods) must be maintained, and if nothing can 
be done, in the next nine months at least, to reduce the 
demand for exports which has been generated by this 
year’s agreed releases from the sterling balances? The 
acceptance of the principle of differentiation takes the 
problem of the balances very little further at present. 


There remain for consideration the domestic con- 
sequences of the new programme. The Chancellor 
claimed that he had been very moderate in meeting the 
claim of the worker that some of the burden imposed 
by devaluation should be borne by the profit earner. He 
described as a fallacy the argument that the raising of 
the tax on distributed profits would act as a disincentive 
in the export drive, but the entrepreneur who is 
being exhorted to increase his production or to under- 
take the risks of opening up new markets in the dollar 
countries is unlikely to see the matter quite in this light. 
Indeed, the whole question of incentive was left aside 
by the Chancellor. If increases in wages are to be 
limited to “ very low-paid workers ” (which admittedly is 
most improbable) where is the incentive to the crafts- 
man? What kind of response can the Chancellor really 
expect from an appeal to management to consider 
whether it cannot help the national economy by “a 
sustained policy of lower prices rather than by the main- 
tenance of a high level of prices”? This is really as 
much out of touch with the reality of the market as the 
decision to suspend bonus issues is out of touch with 
economic facts. Similarly, although the Chancellor con- 
cluded that on balance there was no advantage in raising 
short-term rates, he left for answer the further question 
whether the Government are prepared to make an ally of 
interest rates, instead of trying vainly to suppress their 
effects. How otherwise can the banks be expected to 
interpret the Chancellor’s request that “ inflationary 
pressures should be held in check ”? 


What is the conclusion of the exercise which the Chan- 
cellor set himself, within so rigid a framework of policy? 
His own words are sufficiently reserved to justify all the 
doubt which has been cast on the adequacy of the pro- 
gramme: 


It is, I believe, enough, but no more than enough, 10 
create a favourable climate in which we can work. It 
cause difficulties and hardships in many quarters but we 
have done our best while preserving the necessary vO 
of cuts to make them as little painful as possible. 
economies like devaluation, are not in themselves or 
remedy for our difficulties. . . . They are the passtY 
conditions and not the dynamic energy that will win 
through our difficulties. 
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This is true. Where then is the dynamism ? How is it 
possible to rely on asking people to work harder, to export 
more, to reduce their prices, unless the condition of the 
economy is itself brought into the right shape to make 
these things possible 2 What changes in the total of 
employment and its distribution are required ? What 
shifts in prices and wages and profits are needed ? On 
this Sir Stafford was completely silent, except in a 
passage, self-evident to all but his own followers, that 
full employment did not mean that an individual could 
be guaranteed his particular job or even his particular 
trade. 
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This tentative and half-hearted piece of “ planning ” 
which brings out for an airing all the old clichés which 
have done service since 1947 and all the Proposals which 
past experience has shown not to work, cannot be 
accepted as a realistic contribution towards solyj 
country’s difficulties. A Government which lacks the 
courage to do any better than this has no right to 
that the country will repose any trust in the central direc- 
tion of economic affairs. The responsibilities of the next 
six months are too great to make this week’s p ! 


acceptable as a serious contribution towards their 
solution. 


Business Notes 


Four per cent 


The Cabinet’s half-hearted crisis proposals have left 
the city in a distrustful mood, most evident in the gilt-edged 
market. None of the imagined new blows against investment 
have eventuated, except curiously enough a ban on bonus 
issues which few had expected. But any sense of relief for 
this reprieve has rapidly given way to grave misgivings on 
the adequacy of the proposals to curb inflation and reduce 
costs. The quietude of Tuesday’s reflective markets, proved 
to be merely a lull before the storm. On Wednesday the 
gilt-edged market was well and truly in the toils with losses 
of up to 2 points, and next day its discomfiture was nearly 
as acute. 


Gross Repvemption Yrerps (Per Cent.) 
Cheap Gas Gold Eve of | A 
Stock and Money Stock Reserve | De- {| Week 
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Selling has been fairly heavy, without perhaps recalling 
quite the proportions of late June. Yet the institutions have 
apparently contributed little to it. Weakness is most pro- 
nounced in the long dated and irredeemable stocks, and 
here private and industrial sales have predominated. Refuge 
has again been sought in the “ shorts,” but only the very 
earliest dates have sufficed to meet the urgent quest for 
liquidity. Certainly the middle dated issues have failed to 
pass the test of a safe haven. In particular the vulnerability 
of 4 per cent Consols (redeemable at the earliest in 1957) 
and 4 per cent Funding 1960-90 has been exposed. A yield 
of £3 19s. 11d. per cent on 4 per cent Consols signals a new 
stage in gilt-edged calculations. The present downward 
movement has thus reached the point at which 4 per cent 
Consols are fo'lowing 33 per cent War Loan 1952 into the 
ranks of the “ undated,” proclaiming the reality of a 4 per 
cent long term interest rate. 


Bear covering of industrial issues was a natural sequel to 
Monday’s innocuous announcement. The fear of repressive 
measures on profits and capital such as a much higher profits. 
tax, a capital gains tax, increased stamp duty and even a 
capital levy, had been acute last week, when prices receded 
to their lowest levels since the June crisis. Tuesday’s 
recovery was therefore sharp, but the mid-week slump ip 
gilt-edged exerted its inevitable downward pull on equities in 
general. Kaffir shares were the only group to show appre- 
ciation of the Prime Minister, for here the spectre of a capital 
gains tax has departed—at least for the moment—and the 
expected new wages demands on the Rand have not yet 
crystallised. 


x * & 


How Big is the External Deficit ? 


Among the many vital omissions from this week’s 
speeches by Mr Attlee and Sir Stafford Cripps, by far the 
most glaring was the absence of any estimate of the size of 
Britain’s overseas deficit. The missing figure is the natural 
starting-point for any statistical diagnosis cf the malady for 
which the new measures are the Government’s sole prescrip- 
tion. Moreover, the omission becomes the more flagrant 
when it is realised that the rate of deficit in the pre-devaiua- 
tion phase was many times the tiny balance disclosed (for 
the first half of this year) in a White Paper released only a 
fortnight ago. Obviously, the doctors are anxious to avoid 
felling the patient too much; and, in the circumstances, 
whether intentionally or not, they may have actually misled 
him. Admittedly, comprehensive estimates of the balance 
of payments cannot be made without an appreciable time-lag, 
but in view of the big swing which has occurred in the 
balance during the course of this year, it was surely the 
Government's plain duty to make the best guess it could of 
the position on the eve of devaluation, and then to make a 
further guess of the impact effects of devaluation itself. The 
fact that any estimates may be falsified by later data 1s 20 
excuse for not revealing the guesses which must have been 
made if the policies about which the Cabinet wrangled last 
week had any rational foundation at all. 


The Balance of Payments White Paper covering the first 
half of the year, it will be recalled, disclosed an “ overall 
deficit of no more than {10 million. But this apparently 
reassuring result concealed the marked deterioration W 
occurred between the first and second quarters of the year. 
The figures for visible trade given in the White Paper can 
be rovghly broken down into quarterly periods by adjusting 
the quarterly totals from the trade returns by percentages 
equal to the differences between the half-year’s totals from 
those returns and from the White Paper. This adjustment 
allows for the change from c.i.f. to f.0.b. valuation for im- 
ports (14.9 per cent difference) and for the different a 
tion of exports (1.7 per cent). On this basis the vi 
deficit of £48 million in the first half of the year, given ia 
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the White Paper, wou'd be made up of a visible surplus of 
just under £9,000,000 in the first quarter and a visible deficit 
of just under £57 million in the second quarter. By coinci- 
dence, a similar calculation for the third quarter gives vir- 
tually the same result as that for the second. Thus, as 
between the first three months of the year and the ensuing 
six months, there was a swing, expressed in terms of annual 
rates, from_an overall surplus of about £35 million to a 
deficit of no less than £227 million. 


The invisible account, unfortunately, cannot be either 
estimated or apportioned on any such rational basis ; and, as 
between quarters, there may also be strong seasonal varia- 
tions—notably, of coufse, in tourism. But, for the present 
purpose, no attempt need be made to guess the seasonal 
changes, since what is required is an average annual rate, not 
the seasonally distorted annual rate of a particular quarter. 
After excluding the net effect of special capital transactions 
with India from the figures given in the White Paper, and 
roughly apportioning the remainder between quarters—in 
line with the trend shown by the official figures over a period 
of eighteen months—the net invisible credits received in the 
first and second quarters of the year might be put at £28 
million and £20 million respectively. On such a basis there 
would have been an overall surplus at an annual rate of about 
£147 million in the first quarter, but an almost equivalent 
annual rate of deficit in the second quarter. If invisible credits 
for the third quarter are taken as the same as in the second 
(i.e. ignoring, in effect, the seasonal change in tourism), this 
would mean that in the six months before devaluation the 
overall balance was running at an average annual rate of 
£130 to £140 million in deficit. 

* 


This is a very marked contrast from the latest available 
official figure—the {10 million deficit for the first half-year, 
or an annual rate of £20 million; yet in his speech on 
Wednesday Sir Stafford Cripps merely remarked that “ there 
18 Not at present an overall balance.” Moreover, the present 
position must certainly be very much worse than that on 
devaluation eve. If the transitory effects of the covering of 
short positions in sterling goods are ignored, the immediate 
effect of devaluation was to increase the gap by worsening the 
terms of trade. Obviously, there is no means by which the 
extent of this deterioration can be reliably estimated. But 
if account is taken mot only of the loss on hard currency 
proceeds from existing exports but of the increase in prices 
which has occurred (in terms of local currency or in sterling) 
in supplying countries which have also devalued, it becomes 
clear that the additional strain on Britain’s position must have 
been very substantial. A conservative estimate might put it 
at {100 million a year at present prices, without taking 
account of such special possibilities as those inherent, for 
example, in Argentina’s demands under the meat contract. 
If this is so, the deficit might now be running at an annual 
rate of perhaps £250 million, while on similar assumptions 
the corresponding actual deficit for the calendar year 1949 
would be about £100 million. 


* * * 


No Stiffening of Short-Term Rates 


Sir Stafford Cripps’s statement about the future of short 
money rates should set at rest such doubts as had been 
raised by recent discussions in banking circles. The Chan- 
cellor said: — 

Many peop!e are concerned on the question of the credit 
policy that is now being followed and the possibility that the 
whole of our policies of disinflation may be frustrated by 
mflationary credit. I have carefully considered the question 

i short-term money rates... . I have reached the conchi- 

sion that in present circumstances, and on the balance 
of considerations, there is no advantage to be gained by 
Taising the short-term money rates. 


Although many—but by no means all—advocates of a rise 


in interest rates believe that this should extend to the whole 
structure of rates and, in particular, should embrace the 
banks’ rates for advances, the question of short-term money 
rates, strictly so-called, has not been a matter of acute con- 
troversy. It is recognised that medium and long-term rates 
of interest can rise substantially (as, indeed, they have already 
done) without necessitating any change in the rates at which 
floating debt is placed in a strictly professional market. 
Partly for this reason, the Chancellor’s announcement had no 
discernible effect either in the bond market or the discount 
market. Short bonds, which recently have been virtually 
immune from the heavy pressure encountered in the 
rest of the gilt-edged market, remained steady. Indeed, since 
the Chancellor’s assurance did not extend beyond the sphere 
of money rates, it seems possible, given present uncertainties, 
that the switching process from medium and long-dated 
securities into shorts may proceed a good deal further. 


This demand for shorts lends added point to a suggestion 
made recently by the chairman of one of the discount com- 
panies—Mr G. M. B. Portman, of Allen, Harvey and Ross— 
that it might be advantageous “to all parties” if the 
Treasury’s preference for bonds with an optional maturity 
date were diluted in future operations by bonds carrying a 
single redemption date. This proposal, of obvious interest 
to Lombard Street, at least merits consideration, since it 
might give added flexibility to the whole bond market struc- 
ture. Since the technical mobility of this market now 
depends very largely upon the activities of the discount 
houses, any development which reduces the bond-carrying 
capacity of Lombard Street or makes dealers there more 
reluctant to absorb bonds in times of selling pressure is, in 
principle, undesirable. It appears that, except for times 
when the trend of the market is plainly “one way” and 
seems well founded, a preponderance of “double-dated ” 
bonds does have disturbing effects of this kind, since uncer- 
tainty about the effective life of very short bonds raises 
disproportionately the risk of loss (or profit) to the profes- 
sional dealer. 


* * * 


Control of Bank Advances 


The speed with which the Government is preparing 
to tighten up its various devices of physical and directional 
control is perhaps the clearest indication of its awareness 
of the insufficiency of its disinflationary measures. The first 


. instalment of these new directives is, however, relatively 


innocuous. It takes the form of a new request by the 
Chancellor to the Governor of the Bank of England, asking 
him to impress upon the banks and accepting houses the 
importance of their co-operation in resisting inflation and 
requesting them, “in their credit policy to use every 
endeavour to ensure that inflationary pressures are held in 
check.” On this occasion the text of the correspondence 
between the Chancellor and Governor has been published, 
and reveals that Sir Stafford Cripps when writing to the 
Governor was no more specific on this matter than in his 
speech in Parliament. 


The only definite request is the one quoted above, and no 
indication is given of how the authorities wish it to be 
construed. It will be read by the banks, however, in con- 
junction with earlier requests the precise terms of which 
have not been made public. It is known, however, that 
apart from requesting the banks to observe, in their lending 
operations, the same principles as those followed by the 
Capital Issues Committee, the authorities have drawn par- 
ticular attention to the need to avoid any lendings which 
might ercourage speculation—notably in. commodities, 
shares, or real estate. As there is no reason to suppose that 
any of the big banks has been other than punctilious in 
observing these earlier requests, it is improbable that this 
new and vague exhortation will have any significant effects. 
It certainly does not ru‘e out any category of advances which 
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has been legitimate and eligible hitherto—though it is con- 
ceivable that it may lead to a slightly more stringent treat- 
ment of the border-line cases which are bound to arise 
under any system of control such as this. 


* * * 


Action on the Balances ? 


The Chancellor of the Exchequer, in his speech last 
Wednesday, gave notice to Britain’s sterling creditors that 
they must expect less generous treatment in the release of 
their sterling balances than they have received in the past. 
This is welcome news, but its like has been heard before, 
and hopes built on it have been disappointed. Sir Stafford 
Cripps stressing the obvious, explained that the release of 
these sterling balances “ added to the inflationary pressure in 
Britain just as much as did internal expenditures.” He added 
that Britain could not afford unrequited exports on the recent 
scale and hence could not continue to make releases from 
the accumulated sterling balances to the same extent as 
previously. These assurances were, however, shot through 
with considerable reservations. Any edge which the warning 
to the creditors might have was immediately blunted by the 
assertion that 

we must retain a sense of proportion and responsibility. 

Though we are anxious about our own position, we are also 

most anxious as to the general world situation and particularly 

that of some of the large, less developed areas which should 
be able to contribute much more than they do to their own 
support, 

The Chancellor, therefore, pointed out that the ban on 
overseas loans would not apply to Colonial development. 
Even on the problem of the sterling balances the Chancellor 
went out of his way to pull his punch by explaining that 
“the very nature of the sterling area’s system is that its 
members should be able to draw on the reserves which they 
keep with us in sterling when they are in need.” Sir Stafford 
went on to point out that the wartime accumulations of 
sterling balances deserved special consideration and that 
releases would have to be reduced when such agreements 
came up for reconsideration. 


The creditors have been warned. It remains to be seen 
how the intentions of the Chancellor will survive the in- 
evitable horse trading which develops in these bilateral 
negotiations. The time has perhaps arrived when third 
parties should be brought into these discussions. They might 
include the other members of the sterling area. They are 
highly interested parties, since any undue perference shown 
to one redounds to the detriment, not only of Britain, but 
of the other members of the sterling club. The United States 
also are not without considerable direct interest in the matter, 
since a substantial part of the assistance they are giving 
to Britain is in fact canalised to other members of the sterling 
area through the releases of sterling balances. The problem 
of the balances was raised in the recent triangular talks in 
Washington and was remitted for further study to a special 
committee of British, American and Canadian representatives. 
This is one of the offshoots of the Washington meeting to 
whose work and recommendations the highest priority should 
be given. 

* * * 


Bonus Issues Ban 


The only “swipe at the rich,” if it can be so called, 
in this week’s unfolding of economic policy is the ban on 
bonus issues. “ In the light of existing circumstances and to 
avoid abuse and misunderstanding,” the Chancellor has asked 
the Capital Issues Committee to suspend for the time being 
all applications for permission to make bonus issues. This 
reply was the more remarkable because it was given in answer 
to a question which concerned itself not with the general 
question of bonus issues but with the particular question 
whether they were being exploited as a means of evading 
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dividend limitation through the issue of bon 

shares. A few examples of this not very ae 
very venial practice have recently come to light. But <i 
Chancellor pointed out, the issue of preference bonus 
would not necessarily imply a breach in the Principle of 
dividend limitation “ which is, at present, a voluntary scheme 
which covers bonus issues as well as existing capital,” 


From this rather narrow point of technique, the Chancellor 
proceeded to lay down the general iy It is, of 
illogical and purely a sop to political sentimentality. But 
because some of his followers do not understand these 
matters, is there any excuse for the Chancellor himself to 
darken counsel by referring to “ the capitalisation of h 
profits and their distribution as bonus shares to shareholders”? 
The orderly relating of issued capital to real capital invested 
in the business is of no more than bookkeeping importance 
whatever the critics of the left may say, and whatever excite. 
ment may be aroused in the breast of the less expert share- 
holder when a bonus is in prospect. In plain fact, Boots this 
week are in no way inferior because a bonus is now ruled 
out ; and Woolworth, whose bonus was agreed almost at 
the last minute, is in no way superior. 


The ban, it should be understood, relates only to free 
bonus issues. For issues on “ bonus terms,” the CIC will 
continue to pass judgment as it has been doing and no 
change in its immediate view on what constitutes a reasonable 
“bonus element” is to be expected. The worst thing that 
could happen is a return to the artificial notions on this 
question which so impeded the proper working of the capital 
market two or three years ago. Fortunately, that, at least, 
does not seem to be intended. Nor does the ban apply to 
bonus issues of less than £50,000. 


* x * 


Oil Prices Raised 


The Ministry of Fuel and Power have at length 
announced the increases in oil prices which have been 
expected since devaluation. They came into operation last 
Tuesday, except for the new bunker prices which take effect 
on November 1st. As the accompanying table shows, the 
full effects of devaluation have not been passed on to the 
consumer. The difference between the old prices and the 
new maximum prices shown in the second column gives the 
full reflection of the change in the dollar-sterling rate. But 
the Ministry has asked the oil companies to charge a price 
in all cases slightly lower than the maximum which devalua- 
tion would justify :— 
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For some months, discussions have been going on between 
the Ministry and the oil companies about the amount 
could fairly be included in the selling price of oil products 
cover the cost of distribution. The official view seems t0 be 
that distribution costs have fallen sufficiently to justify some 
slight reduction in prices to the consumer. The oil com 
panies are prepared to admit that distribution costs show 
some difference as between companies, but they do not agree 
that the differences are large enough to justify a general 
price reduction. The talks are still in progres, but - 


inistry appears to have anticipated their conclusion by 
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choosing this moment to impose by request what amounts 
to a net price reduction. 

It will bring little comfort to the consumer. Fuel repre- 
sents go per cent of the total operating costs of an oil- 
burning ship, and at least 25 per cent of the operating costs 
of an airline. The new bunker prices, 112s. 6d. a ton for 
fuel oil, 172s. a ton for marine diesel oil and 208s. a ton for 
gas oil, represent a 40 per cent price increase, enough to 
offset the advantages of oil-burning ships over coal-burners, 
For such a large airline as B.O.A.C. the increased price of 
aviation spirit will add roughly £750,000 to operating costs 
ina full year. This extra burden, together with the increased 
landing and other charges incurred in dollar countries, will 
go a long way towards offsetting any advantages the airlines 
might have gained from devalution, The cost of fuel in road 
transport operation represents a less significant proportion 
of total operating costs ; there has been some murmur that 
the extra cost may have to be passed on to the consumer, 
but in terms of costs per passenger mile or per ton mile it 
js not heavy. 

There seems to be little fear that higher oil prices will lead 
to any reduction in demand. The possible exception is fuel 
oil—certain types of oil-burning equipment could be altered 
to use coal or some other form of energy, if oil should now 
be regarded as too dear. But in general the raising of oil 
prices is a valid adjustment of prices which have 
hitherto been too low, because of an artificial dollar exchange 
rate which was, until September 18th, too high. 


* ® & 


Improvement in Exports 


The improvement in Britain’s overseas trade in Sep- 
tember was analysed in these columns two wecks ago. 
Exports rose by nearly £5,000,000 to {£142 million, the daily 
rate during September being 33 per cent higher than in 
August and slightly above that for July. The trend in the 
value of exports during the past year can be seen from the 
following table, which recalculates the individual monthly 
wes on the notional basis that each month has 26 working 

ays. 
: BritisH Exports 
Monthly rates, assuming 26 working days. 
£ mn. 
Sept. 1948 ... 131 
Oct. 140 


£ mn. £ mn. 
Jan. 1949 ... 159 May 1949 ... 151} 
155 


tits, Feb. ,, ... 1525 June ,, wiidd 
Be ae nee WARE A ita tals Et I ... 1414 
ee eS ag SE Ee a cae a ee 
Sept. ,, ... 142 


The recovery which took place last month was largely 
seasonal at the end of the holiday period. What has now to 
be seen is the effect of the devaluation of sterling as a 
stimulant to exports by the end of the year. The volume of 
exports in September has been provisionally estimated at 
144 per cent of the 1938 level compared with 138 per cent 
in August and 143 per cent in July. The quarterly average 
has declined since the beginning of year from 156 per cent 
in the first three months to 146 per cent in the second and 
142 per cent in the third. The September figure at least 
holds out the possibility that this downward trend is in 
process of being reversed. 


_ Exports of most of the main groups of manufactures 
increased during the month. The vehicle group rose by over 
£1,000,000 to £24.4 million, thanks to a record shipment of 
cars and chassis totalling 24,590 units. The number of 
commercial vehicles sent abroad was exceeded only in May 
of this year. Exports of machinery increased by £900,000 to 
£23 million. Textiles, on the other hand, showed a sur- 
Prising drop. Cotton goods at £12 million were £1,000,000 
wer than in August and were the poorest for nearly a year, 
While wool goods fell by £500,000 to £8,000,000, the lowest 
igure since June, 1948. Shipments of coal and oils and fats 
Mereased and there was a sharp rise in refined sugar. 


Imports in September were valued at £181 million or £19 
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mullion less than in August. Imports of grain, dai oduce, 
fruit and vegetables were substantially = oe meat 
imports were well maintained. Arrivals of tobacco, however, 
increased by nearly £7,000,000 to {9,700,000. Imports of 
all categories of raw materials declined. Owing to the smaller 
imports, the adverse balance of trade fell to £353 million in 
September—the lowest figure since last March. 


* a * 


Steel for Cars 


The motor industry’s steel allocation is to be increased 
next quarter on the understanding that the extra steel will 
go to those manufacturers who can use it to increase their 
sales in hard currency markets. At present the industry is 
producing at the rate of over 400,000 private cars a year. 
Shortage of plant limits the amount of sheet steel which can 
be produced at home, and if more cars are to be built, addi- 
tional sheet steel must be obtained from the only country 
with an export surplus—the United States. In the first nine 
months of this year, 15,098 tons of steel sheet have been 
imported and were allocated to those manufacturers whose 
exports have gone well. This is enough sheet to make 30,000 
cars. Recent discussions between the Ministry of Supply and 
the motor industry have turned on whether the industry can 
be sure of earning more dollars than have to be spent on 
importing American sheet. 


It is not easy for the industry to give such an assurance. If 
the export quota of 75 per cent of total output had been 
rigidly observed, only 100,000 cars would have been sold on 
the home market this year ; the actual figures will be nearer 
150,000. During the carly summer, when hard currency 
buyers waited for devaluation and the soft currency markets 
imposed import restrictions, many cars intended for export 
were diverted to the home market. The quota system proved 
unworkable, as it had in 1948. 


Tt will be even more difficult to enforce any discrimination 
of shipments between hard and soft currency markets. For 
some months ahead, the prospects should be good. Several 
hundred cars a week are being sent to the United States, 
although few manufacturers would care to speculate on how 
long this will last. Canada is now importing well over 
2,000 cars a month, and in the first nine months of the year 
bought nearly 15,500. South Africa imported more than 600 
cars in September, and is soon expected to modify its restric- 
tions on imports. But it is not easy to make the re | 
cut supplies to the home market, reduce deliveries to so 
currency markets, and concentrate its energies on the hard 
currency countries. Moreover, it seems to be the fact that 
the discrimination in steel allocations between firms exporting 
to hard and to soft currency markets is intended to apply to 
all steel, and not only to the dollar element in supplies. This 
revives a notion with which the Minister of Supply has flirted 
before. It is unlikely to work, and it will produce onl 
friction and abuse. In practice, such a system would put 
the manufacturers out of business. The industry’s prices 
depend on a large volume of production and its stability on 
a large number of markets. The success of the scheme 
depends on getting more sheet steel from America. Is this 
quite certain, in view of the American steel strike and the 
high level of demand from the American automobile 
industry ? 


* * * 


Australia and the Fund 


The announcement this week that the International 
Monetary Fund has agreed to an initial purchase by 
Australia of $20 million from the fund (which is $30 million 
less than the maximum annual drawing which the Common- 
wealth quota permits) raises two points of special interest. 
In the first place, it puts an end to the rumour that the Fund 
was to extend its ban on dollar drawings by E.R.P. countries 
to drawings by nations participating in the sterling area 
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dollar pool (in effect, to Australia and India, since New 
Zealand and Pakistan are still not members of the Fund). 
Such a ban would have been illogical in any case. In the 
second place, it raises the question of how Australia has 
convinced the Fund that its dollar deficit is the result of a 
“short term disequilibrium,” for the financing of which 
drawings from the Fund are reserved. Australia has always 
had a dollar deficit and, since the war, despite the growth of 
a considerable active balance with other countries, this deficit 
has increased largely because of the expansion of Australian 
secondary industry. 


Apart from a few basic items such as oil, tobacco, films 
and newsprint, most of Australia’s imports from the dollar 
area consist of capital equipment and industrial raw 
materials. So many licences were already outstanding 
for these latter that Mr Chifley had already announced 
that the full 25 per cent cut in Australia’s dollar imports, 
agreed upon at the London conference, could not be carried 
through in 1949-50. It is charitable to assume that Mr 
Chifley’s recent statement (that this drawing from the Fund 
is an “alternative” to the cut in dollar imports) means that 
it is a device to allow the contractual cut in dollar drawings 
from the sterling area pool to be carried through this year 
after all. If Australia has justified its plea to the Fund by 
arguments of this sort, it will still have to carry through 
the cut next year, which will entail a reduction in the rate 
of high cost industrial production. But the Australian 
Labour Party’s sensitiveness to any suggestion of * interna- 
tional financial control” (a sensitiveness which even delayed 
Australia’s entry into the Fund itself until March, 1947) may 
mean that the world will have to wait some time before it 
knows whether any such bargain has been struck, 

* * * 

Trading in Tin 

The Government seems determined to win both on the 
swings and on the roundabouts in its tin dealings before 
handing over to private trading on November 15th. Last 
July the Ministry of Supply agreed, after much _ heart- 
searching, to fix the domestic selling prices for non-ferrous 
metals at levels equivalent to “ world prices ”—that is equiva- 
lent to those ruling in the New York market. It was shrewd 
—or fortunate—enough to choose a moment when American 
prices were on the point of recovering, and thus it turned 
the change of policy to good account in its own trading 
results. After sterling was devalued, the Ministry duly 
raised its selling price for tin in this country from £569 to 
£750 a ton, and reduced its selling price in New York from 
103 cents a lb. to 95 cents. Until this week, however, the 
Ministry had kept silent about the price it was prepared to 
pay to producers. Now the Ministry has stated that Malayan 
smelters will get the benefit of the new price—during the 
period since devaluation and until the metal market reopens 
on November 15th—only when the Ministry’s purchases are 
matched by sales. To the extent that the Ministry’s pur- 
chases go into stock, they will be paid for at the pre- 
devaluation price of £553 10s. a ton. 


Smelters will apparently receive £728 a ton—the current 
selling price is £739 a ton ex-smelter at Penang and Singa- 
pore, and the difference is to cover the Ministry’s ware- 
housing costs. Until the final price realised by the Ministry’s 
sales is determined, an interim payment to producers of 
only 80 per cent of the agreed purchase price will be made. 
The Ministry’s new policy is thus to act as a commission 
agent, and to limit its risks. But producers have no alter- 
native but to sell to the Ministry. Buyers are firmly con- 
vinced that when the market is reopened the price will be 
much lower than £750 a ton and are holding back, so that 
most of the Ministry’s purchases will go to stock. The 
Ministry of Supply is justified in trying to reduce its losses 
but the principles it is pursuing are wrong. It has raised 
the selling price for tin to a level which purchasers are 
plainly not prepared to pay, unless their demands must be 
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met immediately despite the cost. Its interest j learly 
dispose of its stocks at a handsome profit, and ia acon diy 
shows no great concern for the interests of producers, 


When the London tin market re s in a fortni i 
dealings in copper, lead and zinc wal remiain ty a oo 
hands. Trading in tin will, of course, be subject to exch 
control but there will be no export licensing, Buyers within 
the market will be able to import tin freely under open 
general licence. A minimum contract for five tons will be in 
force to prevent speculation ; five tons at the current prj 
would require an investment of £3,750. The international 
tin allocation scheme though still officially in operation, is 
unlikely to limit the market. 


If the new tin market is to have any chance to function 
properly, it must, at least for the time being, remain un- 
hampered by any form of output or price restrictions. Man 
months will be bound to elapse before the market can : 
to function smoothly. Any discussion on international con- 
trol at this stage is academic at best, and at worst damaging 
to the whole conception of what a free market should mean. 


Shorter Notes 


In a written reply to a parliamentary question Sir Stafford 
Cripps stated. this week that there had been no sales of 
shares by the Government since September rgth, apart from 
shares held by the Exchange Equalisation Account, “ the 
transactions of which it would be contrary to the public 
interest to disclose.” 

* 


The minimum wage rates of African (native) labour work- 
ing in the mines of the Transvaal Chamber of Mines have 
been increased by 3d. per shift for underground workers and 
2d. per shift for surface workers. The African Mine 
workers are pressing for a 30 per cent increase in basic 
wage rates and it is also the intention of the South African 
Mineworkers’ Union to solicit a further 15 per cent increase 
in basic wages and the introduction of a 40-hour week. 

* 


Coal output last week totalled 4,398,700 tons, 56,000 tons 
more than in the week before. By October 15th, the number 
of men on the colliery books had fallen to 710,600, some 
2,000 fewer than at the beginning of the month. The labour 
situation is not so serious as these figures might suggest, be- 
cause the number of face workers has remained fairly steady. 
Total output for the first 42 weeks of the year is now 
171,836,700 tons. Of this total, 161,496,600 tons is deep 
mined coal, a little over 4,000,000 tons more than was 
produced in the same period of 1948. 


* 


Tea prices in the Colombo market recovered this week and 
increased by between 2d. and 4d. a lb. After devaluation 
prices rose by as much as 6d. a Ib. under pressure of rene 
American buying. But this high level was not maintained. 
Buyers from the sterling area, who provide the major support 
to the market, found prices too high and reduced their put- 
chases. Prices, accordingly fell back to approximately the 
pre-devaluation level. The new recovery is attributed to 
the smaller offerings and the sharp rise in coffee prices owing 
to the general shortage of supplies. 

& 


The Wool Textile Delegation has set up a bureau, called 
the Wool Industry, Bureau of Statistics, to collect and 
lish monthly statistics on the British wool textile industry. 
During and since the war, firms had to render returns (0. 
Wool Control which is ceasing to operate as from the. 
of October. In future the collection of statistics will be ona 
voluntary basis, but as the industry has readily agree to 
co-operate, the coverage is expected to be as complete as 
formerly. 
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INTERNATIONAL BANKING 
SURVEY 





This survey, and the accompanying special 16-page selection of International Banking Statistics which 
appears in this week's issue of the RECORDS AND STATISTICS supplement, is complementary to the 
similar survey and statistical analysis of banking in the British Commonwealth published on May 28th 
last. These new half-yearly features supplant the wartime shortened version of THE ECONOMIST 
Banking Supplement which has appeared annually in recent years. The latest selection of statistics, 
which extends and improves the traditional form of the prewar banking supplement, relates to inter- 
national banking institutions, British banks operating overseas, and central and commercial banking 
in eighteen territories outside the British Commonwealth. 


The New Exchange Structure 


at devaluation of sterling set in motion a realign- 
ment of currency values which has completely 
altered the topography of the sphere of foreign exchanges. 
The greater part of this readjustment has been effected 
by members of the International Monetary Fund and has 
occurred with the consent and through the machinery 
of that institution. In a statement made after the move- 
ment had nearly completed itself, the Chairman of the 
Fund, M. Camille Gutt, referred to it as “the most 
extensive realignment of exchange rates ever carried out 
in a short period of time.” M. Gutt also claimed that 
these adjustments had been achieved “ with far more 
imernational agreement than the major currency adjust- 
ments in the past,” heralding them as “a convincing 
demonstration that international co-operation in this field 
is beginning to be a reality.” This claim, it may be 
noted, is contrary to the impression which might have 
been given by certain comments made elsewhere about 
the initiative which provoked the whole movement. 


However that may be, the statement made by the 
Fund on the reasons for and objectives of this realign- 
ment of exchange rates deserves fuller quotation, as a 
useful exposition of the underlying factors and problems : 
“The members of the Fund are making these currency 
changes to help reduce the very large deficits in inter- 
national payments resulting from the war. For nearly 
all countries this has taken the form of a dollar shortage, 
of an inability to sell sufficient goods to the western 
hemisphere to meet their dollar payments. This gap 
has been, still is, and will for some time be, large. 
Hitherto it has been closed by grants, credits and loans. 
Now the deficit countries are adjusting their exchange 
rates in order to lower the prices of their goods and 
increase their sales to the western hemisphere. . . . We 
must not expect the depreciation which has taken place 
to solve the payments problem of Europe and the rest 
of the world. . . . These countries will need continued 
aid until their export position has been sufficiently 
improved. The purpose of devaluation is to increase 
exports. This means that a country must make goods 
available for export by restraining home demand... . 
The effectiveness of the measures which have been taken 
will depend also on the policy of the United States and 
other countries in the dollar area. . . . They must increase 


their imports of raw materials and finished goods from 
all countries which offer them at competitive prices. The 
Fund considers that the exchange measures which have 
been taken were necessary to the countries that have 
devalued and that if appropriate related measures are 
carried out the exchange adjustments will benefit the 
peoples in all the countries concerned.” 


The new pattern of rates has now taken shape, and 
although all the more important changes have been 
explained in The Economist as they occurred, it may be 
useful now to survey the pattern as a whole—especially 
as this gives an opportunity to record some of the formal 
data which could not be presented at the time. 


* 


It was on Sunday, September 18th, at 4.30 p.m. 
Washington time, that the International Monetary Fund 
announced that the United Kingdom had proposed and 
the Fund had concurred in a change in the par value 
of the pound sterling from US$4.03 to US$2.80. In 
terms of gold the new rate gives the pound a parity of 
2.48828 grammes, or {12 I0s. per troy ounce. The 
Fund also concurred in the proposal for a proportionate 
change in the par values of the separate currencies of all 
territories in respect of which the United Kingdom has 
accepted the articles of agreement of the Fund (except 
British Honduras). These include West Africa, Southern 
Rhodesia, Cyprus, Gibraltar, Malta, the Bahamas, 
Bermuda, Jamaica, the Falkland Islands, East Africa, 
Mauritius, Seychelles, Fiji, Tonga, Hongkong, Malaya, 
Sarawak and British North Borneo. 

The other members of. the sterling area (or scheduled 
territories) automatically followed Britain’s initiative. 
Identical statements about their changes in parity were 
made by the International Monetary Fund at the same 
time as it issued that covering the United Kingdom 
and the dependent territories. The one exception was 
provided by Pakistan, which has maintained the dollar 
value of its rupee unchanged, so that its sterling parity 
has been raised from ts. 6d. to 2s. 1!8d. The only other 
country in this group about whose attitude there had 
been some doubt was Australia, which, it had been 
thought, might take advantage of the opportunity pro- 
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vided by a devaluation of sterling to bring its own pound 
into parity with the British pound, and thus to follow 
the move made by New Zealand last year. These expec- 
tations were not realised. The Australian pound kept 
pace in its devaluation with sterling ; its rate in relation 
to the US dollar, therefore, moved from 3.22 US dollars 
to 2.24 US dollars to one Australian pound. In terms 
of gold, the new Australian parity is 1.99062 grammes of 
fine gold to one Australian pound, equivalent to a price 


WORLD EXCHANGE RATES 
(1) Currencies in Step with Sterling (30}°, Devaluation) 


The following countries have devalued by 304 per cent against 
the dollar and thus have maintained parity with Sterling. Their 
new dollay values ave as follows :— 


i { 
| Old Dollar | New Dollar ! Ol4 Dollar | New Dotlar 
Value Value Value Value 
ES. cakes $4-035 to f $2-80 to / Egypt $4-133 to CE $2-871 ty ct 
§. Africa...) $4-03 tof  $2-80 tog loeland .... 6-505 kr. to $ 9-365 kr. to $ 
Australia. . $5-22 tog $2-24 toi Israel $4 tog! $2-80 to JI 
N. Zealand $4.03 to ¢ 2-80 to Holland 2-65ulds. to $ 5: s0gids. te SF 
: 5 Denmark...) Kr 479901 . Kr 6- 90714 
FT Eee 50-225 € to 2lLe«to to $ to $ 
Rupee Rupee Finland ....) 160 marks 250 marks 
Ceylon..... 30-225 ¢ to Zic to to $ to $ 
Rupee | Rupee Norway ..., Ke 4°96278 Kr 7-14285 
Burmia..... 30-225 ¢ to 2i« to | to $ to $ 
| Rupee {| Rupee | } 
Hive .....0. | $4:03tog | $2-80tog |, Sweden.... 3-60 crowns 5-18 crowns 
MOG. . obese | $4-03to | 2-80to | to$ to $ 
| dinar | diaac i! Greece.... .| No axed 15,000 
{ value dractuma to $ 


* French and Portuguese possessions in India have also devalued by 30§ per cent 
against the doltar. 
t Equivalent to 30-1 per cent devaluation against the dotlar. 


(2) Currencies Devalued by less than 365 °( 
The table shows the extem of the fall in dollar value in each case, 
and the residual effective deprectation of STERLING tH terms of 
each currency. 


| Eiffective 
| * | Devalua- ‘ | ‘ Deprecia 
Old New | tion Old |. New = 7 ‘ihe 
Dollar Dollar | against Sterdng | Sterling os 
Value | Vatue Dollar Value Value | Sterling 
| { % | j % 
Canada ..... |} Par | $2-108 | 9-3 | $403 | $3-08 | 23-6 
' | Can. to | | to £ ' tos 
| | Us§ i | 
Belgium ..:.| 43-83 | SO | 12-3 176 | 140 | 20-4 
| fres. to $ | fres. to § fres, to £ | fires. to £ | 
France...... { 550 } 5-6 | j { 
fres. to $ | i | } 
| (iree rate) | 359 ' j 1 
272 tres, to $} 922-2 1093 920 0=—Cl | OWT 
| fres. to $ |} fres. to £ | fres. to £ | 
\(com. rate)) j | i 
italy® ...... | 575 lire 626 lire 8-1 2517 lire 1755 lire | 23-5 
to § to $ j tos ! to / 
Portugal .... 24.95 23-75 13-3 100 -69Ks 80-50. Ese. 20-0 
Ese. to $ Ese. to $ | rod tog 
BOG . ok amd% 10-0 ticals | 12-5 fieals 20-0 40 ticals 35 ticals 12-5 
to $ i to $ to £ to? j 
W. Germary. 3-333 | 4-202 20-7 15°45 11-76 11-8 


marks to $imarks to $ marks to {!marks to £ 


-—-— ee 


* Italian rate liable to daily fluctuation. 


(3) Currencies whose Dollar Value remains unchanged 


In each of these cases the dollar rates ave unchanged, and the 
depreciation of sterling against the currencies concerned ts the full 
30-5 per cent. 


Austria Ecuador Liberia Salvador 
Bolivia Ethropia Nicaragia Switzerland 
Brazil Fr. Somaliland* Panama Syria 

British Honduras* (Guatemala Paraguay Tangier 
Colowbia Haiti Pakistan Turkey 

Costa Rica Honduras Peru Uniied States 
Cuba Hungary Philippines USS. R 
Czechostovakia Iran Poland Veneznela 
Dow. Republic apan Puerto Rivo Yugoslavia 
Datch W. Incdies* ebanon Rumania 


* These territories have not devalied pari passu with other meu.bers of theic 
respective Colonial groups 


(4) Currencies with Multiple Exchange Rates 
The following countries, all of whirh have nominally maintained 
the baste dollar values of their currencyes have made, ov save under - 
stood to he making, alterations tn their system of multiple exchange 
rates: -—— 


Argentina Chile Spain Uruguay 


THE ECONOMIS?1, October: 29, 1949 


of £A15.625 per troy ounce of fine gold. In the 
of the Indian rupee, the par. value has. been changed 
from 30.225 US cents to 21 US cents and the new gold 
parity is 0.186621 grammes of fine gold per Indian rupee 
A number of countries outside the sterling area an 
to change the dollar values of their currencies in strict 
conformity with sterling, and the relevant annou 
for such as are members of the International M 
Fund was made by the Fund on September 18th and 
19th. All these countries belong to the transferable 
sterling account group. They include Egypt, the Danish 
currency area (Denmark, Greenland and the Faroe 
Islands), Finland, Iceland, Norway and Sweden. In all 
these cases the currencies have been devalued by 30.5 
per cent in terms of gold and US dollars, and thus maie- 
tain their parity with sterling. The cohesion of this 
particular group of currencies must be regarded as a 
remarkable tribute to the continued pulling power of 
sterling as an international currency. 


x 


The Dutch monetary area, likewise a member of the 
transferable account group, should also be included in 
this bloc although the extent of the devaluation of the 
guilder was only 30.1 per cent and thus fell just short of 
the devaluation of sterling. This slight differential has 
caused the guilder-sterling parity to change from 10.69 
guitders to the £ to 10.64 guilders to the £. The rate 
of the guilder in terms of US dollars has moved from 
2.65285 to 3.8 guilders to the US dollar. In terms of 
gold, the new guilder parity is 0.233861 grammes of fine 
gold per guilder, or 133 guilders per troy ounce of fine 
gold. The announcement of the Dutch decision was 
made by the International Monetary Fund on Tuesday, 
September 2oth. 


Greece, which has not yet formally established any 
par value with the £, informed the IMF that it proposed 
to change the exchange value of the drachma to 15,000 
drachmas per US dollar and 42,000 drachmas per £ 
sterling, the last figure comparing with the previous 
nominal parity of 32,000 drachmas to the {. The Fund 
has recognised with approval that this action establishes 
orderly cross-rates, though it has refrained from giving 
its sanction or recognition to the new parities. 


A number of important countries, though impelled to 
reduce the dollar value of their currencies in response 
to sterling’s 304 per cent fall, did not do so to the same 
extent as sterling. The Belgian monetary area, which 
comprises Belgium, Luxemburg, the Belgian Congo and 
Ruanda-Urundi, devalued by 12.3 per cent against the 
US dollar. This change was announced by the Inier- 
national Monetary Fund on September 21st. The effect 
has been to change the parity of the Belgian franc from 
43.8275 Belgian francs to the dollar to the exact and 
convenient figure of 50 Belgian francs to the dollar. Ia 
terms of gold, one Belgian franc is now worth 0.0177734 
grammes, giving a price of 1,750 francs per troy ounce. 
The extent of Belgium’s devaluation is reputed to have 
been fixed in the hope that it will maintain stability @ 
the level of Belgian franc prices. It has been 
that a sharp rise in sterling prices is inevitable as a fes 
of sterling’s severe devaluation, but that the wid 
following of sterling’s lead by other countries will cause 
prices in the United States and in other non-devaluing 
countries to fall. The Belgian move has been intet of 
to meet the two converging movements at their point 
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HONGKONG AND SHANGHAI 
BANKING CORPORATION 


(lucorporated in the Colony of Hong Kong) 


The Liability o! Members ix limited to the extent and in manner prescribed by Ordinance No, 6 
of 1929 of the Colony, 





Capital Issued & Fully Paid Up $20,000,000 
Reserve Funds Sterling... ..  £6,000,000 
Reserve Liability of Members .. $20,000,000 


Head Office: HONG KONG 
Chairman and Chief Manager: The Hen Sir Arthur A. MORSE, C.B.E. 
London Office: 9, GRACECHURCH STREET, E.C.3 


London Managers: $8. A. GRAY, A. M. DUNCAN WALLACE. 
BRANCHES: 


BURMA Tientsin Tokyo NTH. BORNEO 
Rangoon Tsingtao Yokohama Brunei Town 
JAVA Jesselton 
CEYLON EUROPE Batavia Knala Belait 
Colombo Hamburg Sourabaya Sandakan 
Lyons MALAYA Tawau 
HONG KONG Cameron PHILIPPINES 
CHINA Hong Kong Highlands Hoile 
Amey howloon Tpoh Manila 
Canton Mongkok Johore Bahru 
*Chefoo INDIA Kuala Lumpur SIAM 
*Dairen Bombay Malacea Bangkok 
Foochow Caleutta Muar 
Hankow INDO-CHINA Penang UTD, KINGDOM 
*Harbin Haiphong Singapere London 
*Moukden Saigon Singapore 
Peiping JAPAN (Orchard Road) U.S.A. 
Shanghai kobe Sungei Patani New York 
Swatow Kure Teluk Anson San Francisco 


* Branches at present not operating 


BANKING BUSINESS OF EVERY KIND TRANSACTED 


A comprehensive service as Trustees and Bxecutors is also undertaken 
by the Bank's Trustee Companies in 
HONG KONG LONDON SINGAPORE 





GUINNESS, MAHON & CO. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53, CORNHILL, LONDON, E.C.3. 





GUINNESS & MAHON 


17, COLLEGE GREEN, DUBLIN 





GUINNESS MAHON 


REPRESENTATION CO. INCORPORATED 
115, BROADWAY, NEW YORK, 6, N.Y., U.S.A, 
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The first English settlement in British Honduras is believed to have been 
made in 1638 and during the next 150 years the settlers were subjected to 
sporadic raids by the Spaniards who controlled the neighbouring territories. 
These raids culminated in the Battle of St. George's Cay in 1798. An attack 
by a large invading force was most gallantly repulsed and thenceforward 
Spain tacitly agreed to recognise British rights in the territory. 

Earlier, the intricate coastline of British Honduras had made it a favour- 
ite resort of the buccaneers; in fact, St. George’s Cay was originally known 
as ‘Kitchen’ Key —from the meat-smoking or ‘ boucaning’ operations 
carried on there by them. 

Physically the colony is varied, for it contains fertile valleys, pine and 
scrub country and dense tropical jungle. 

The principal exports are mahogany, chicle, pine lamber and citrus fruits. 
Full and up-to-date information from our branch at Belize on lecal con- 
ditions and commercial trends in the Colony is readily obtainable on request. 


BARCLAYS BANK 


(DOMINION, COLONIAL AND OVERSEAS) 
HEAD OFFICE: $4 LOMBARD STREET, LONDON, E.C-3 (5-C'o} 

















CREDIT 
LYONNAIS 


(Lamned Liability Company Incorpora:ed i trance) 


orrice 40, LOMBARD ST., F.C.3 
WESI END BRANCH 
25/27, CHARLES II ST., HAYMARKET, S.W.1 
Private Safes tor rental at this Office. 


Central Office - - « e PARIS 
Head Office - - - - « LYONS 


OVER 1,300 BRANCHES IN FRANCE. 
33 BRANCHES IN ALGERIA, TUNISIA & MOROCCO, 


Also at ABIDJAN, ALEXANDRIA, ANTWERP. BARCELONA 
BRUSSELS. CAIRO, DAKAR, GENEVA, GHENT, LUXEMBURG 
MADRID. PORT SAID. DUALA and YAOUNDE (Cameroons). 


SUBSIDIARY IN BRAZIL : 


BANCO FRANCES E BRASILEIRO, S.A. 
RIO DE JANEIRO, SANTOS AND SAO PAULO. 


SUBSIDIARY IN PORTUGAL ; 
CREDIT FRANCO-PORTUGAIS, LISBON AND OPORTO. 
CORRESPONDENTS IN ALL PARTS OF 
THE WORLD 


EVERY CLASS OF BANKING BUSINESS 
THROUGHOUT THE WORLD. 
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junction and thus to ensure the maximum of stability for 
the Belgian economy under the impact of the world-wide 
readjustment. It is probable that Belgium, given the 
hardness of its currency and the size of its reserves, would 
not have devalued had the depreciation of sterling not 
been as large as it was and had the Netherlands not 
chosen to go virtually the whole way with sterling. 


Among the other countries which have chosen to 
devalue, but to a smaller extent than Britain, Canada has 
decided to reduce the parity of its dollar by 9.3 per cent 
against the US $ and gold. This changes the Canadian 
dollar parity in London from the former figure of 4.03 
dollars to 3.075 dollars to the £. 


* 


France also chose this opportunity to make some 
important changes in its exchange system. It has 
eliminated the former multiplicity of exchange rates and 
has established a uniform exchange rate for all trans- 
actions with every currency. The basis of the new struc- 
ture is the dollar rate in the free market m Paris. The 
uniform rate for each currency, therefore, is not a fixed 
rate but varies in accordance with a rate quoted from 
time to time on the free market. Previously, financial 
transactions in dollars, Swiss francs and escudos took 
place entirely at the free market rate while commercial 
transactions in these currencies and all transactions in 
other currencies were based on the average of this free 
market rate and the former official dollar parity of 
214.392 francs to the $. The extent of the devaluation 
of the French franc will thus depend on the action of 
the free franc. The International Monetary Fund has 
welcomed this reform as a measure of unification of the 
French exchange system. The immediate effect of the 
move has been to establish what was formerly the free 
rate for the dollar in the Paris market (which was 330 
francs on September 16th) as the new rate applying to 
all dollar transactions ; this rate stands at 350 francs. 
The sterling rate in Paris, which previously stood at 
1,093 francs to the £, has moved to 980 francs to the /, 
thus conforming to the new cross rate of 2.80 dollars 
to the £. At the same time France consulted the Fund 
on two changes in the exchange system of French over- 
seas territories. The franc in the French Pacific posses- 
sions, which until recently was linked to the US dollar 
at the rate of 49.627 CFB francs to the dollar, is hence- 
forth to be pegged to the metropolitan franc at a rate of 
5-50 metropolitan francs per CFB franc. The par value 
of the rupee in the French possessions in India has been 
changed in the same proportion as the change in the par 
value of the Indian rupee, that is, it has been devalued 
by 30.5 per cent. 

In the case of Italy the arrangement under which 
official rates are fixed monthly on the basis of the 
previous month’s quotations in the free market, is to 
continue. This leaves Italy’s reaction to sterling’s 
devaluation wholly undefined: The problem will be 
solved ambulando with complete freedom of action 
reserved by the Italian monetary authorities, whose 
control of the Italian free market is fairly effective. The 
Italian authorities have, however, undertaken to maintain 
orderly cross rates in the official rates fixed month by 
month, and their present intention seems to be to stabilise 
the dollar rate at around 625 lire, compared with 575 lire 
before September 18th, representing a depreciation of 
8.1 per cent. The immediate effect. of the devaluation 
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of sterling has thus been to shift the sterti sr 
2,340 lire to 1,755 lire to the f. Ng parity from 


The Portuguese monetary area has deval 
by 13.3 per cent against the US dollar, saan eacude 
adjustment in the sterling rate from 100.60 . 
80.50 escudos per £. Siam has devalued the tical by . 
per cent against the US dollar and the sterling rate bs 
moved proportionately, from 40 to 35 ticals to 
The currency in western Germany has been devalued by 
20.7 per cent against the dollar ; the sterling rate of the 
mark has thus moved from 13.43 to 11.76 marks to the 
Two countries, Argentina and Spain, while ment 
ing their official parities with the dollar, have widened 
the range of differential exchange rates which the 
have been operating for some time past. In the atl 
Argentina, the effect, expressed in sterling, has been to 
cause an appreciation of the basic export rate, that is the 
rate applying to exports of meat and other essenti 
from 13.53 to 9.40 pesos to the £. At the other end of 
the scale, the so-called free rate applying to financial 
remittances and operations of a capital nature has moved 
in the opposite direction, namely from 19.37 to 25.25 
pesos to the £. At a number of intermediate stages the 
peso has kept pace with sterling. The basic import rate 
remains at 17.04 pesos to the f£, and the preferential 
“ B” export rate at 16.04 pesos to the £. In the case of 
Spain, the basic rate remains at its previous dollar parity, 
and in terms of sterling has therefore moved from 
44.50 to 30.66 pesos to the £. Lists of adjusted special 
rates for various classes of imports and exports have yet 
to be published in Madrid. Two other countries, 
Uruguay and Chile, have also made—or are understood 
to be making—alterations in their structure of differential 
rates. 

* 

There remain the countries which have decided not 
to devalue, and these are a somewhat heterogeneous 
group. Heading it, of course, is the United States, whose 
currency in effect determines the value of gold. In its 
widest sense, the US monetary area includes not only 
the Philippines but also those central and south American 
countries which have maintained their currency values 
in terms of the US dollar. Moreover, in Europe, 
Austria remains within the dollar area, while in Asia, 
Japan can be counted in the same category. Switzerland 
is, as usual, clinging to orthodox hard currency principles 
and has adequate reserves with which to stand a fairiy 
prolonged deflationary siege. Iran has also chosen to 
keep its currency unchanged and in this respect has the 
help of firm dollar or gold exchange guarantees for the 
substantial amounts of sterling due to it as oil royalties. 
Finally, there is the group of Communist countries, the 
USSR and its satellites, which have prided themselves on 
their ability to withstand the forces which have caused 
other countries to devalue their currencies. To them, 
however, exchange rates are of little significance. Most 
of their international trade is transacted in terms of the 
currencies of their buyers or sellers, and the figures at 
which these foreign currencies are ultimately converted 
into roubles, zlotys, levas or lei, are problems of Soviet 
accountancy and not of international equilibrium. 

To herald the process by which this new pattern ot 
exchange rates emerged, “a demonstration of intet- 
national co-operation ” may be an overstatement. But 
least the new structure bears a closer : 
to economic realities than could be claimed for # 
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Credit Policy in the United States 


1 economic background in the United States has 
changed significantly since last autumn, when the 
Federal Reserve Board’s index of industrial production 
(1935-39 = 100) reached its postwar peak ef 195. Early 
this year, the Department of Commerce could record that 
the closing months of 1948 saw “a rather impressive 
shift away from an inflationary position.” But in Janu- 
ary of this year, when the Presidential Budget message 
was delivered, the level of output was falling only slowly, 
and Government spokesmen were, therefore, sull pre- 
occupied (as in 1948) with the problem of providing 
curbs upon inflationary pressure, including the mildly 
restrictive monetary curbs that were detailed in The 
Economist Banking Supplement twelve months ago 
(Records and Statistics, October 30, 1948). 


The Budget Message called for an additional 
$4,000 million of taxation, and insisted once again upon 
the need for the pattern of “ selective” anti-inflationary 
controls already rejected by Congress. In the sphere of 
monetary policy, Mr Winthrop Aldrich, chairman of the 
Chase National Bank, was reasserting his demands for 
more flexible interest rates, and insisting that higher 
long-term rates would not bring about depression. And 
the President’s Economic Message to Congress (also sent 
in January) called for “‘ continuing authority to the Board 
of Governors of the Federal Reserve System to require 
commercial banks to hold supplemental reserves up to 
the limits requested last August.” At that time (in 


August, 1948) Congress had authorised a fairly subsian- 
tial advance in: reserve requirements, though to a level 


much below that set by the President. The Reserve 
Board had taken partial advantage of these emergency 
powers, but was reluctant to enforce them fully because 
the restraints applied only to member banks of the 
Reserve System. The Board was therefore pressing for 
its authority to cover all banks insured by the Federal 
Deposit Insurance Corporation, a development which 
would have involved the regulation of those banks then, 
as now, under the control of state authorities. 


* 


Until the close of February, therefore, the President 
and most of his economic advisers, including Mr John 
Snyder, Secretary of the Treasury, and Mr McCabe, 
chairman of the Federal Reserve Board, held that busi- 
ness activity would probably contiaue at high levels, with 
the definite risk of a renewal of inflationary pressure. 
By early March, however, conditions had changed suffi- 
ciently to make inevitable an early reversal of official 
policy. The Reserve Board first announced its decision 
to relax the controls on consumer credit (or instalment 
purchases) which formed part of the emergency powers 
granted in August, 1948. It followed this step within a 
week or two by sharp reductions in “ margin require- 
ments ” for stock market transactions, and shortly after- 
wards announced the first general relaxation of bank 
reserve requirements since 1941. 


Although these moves were at first represented as 
being, to some extent at least, merely tactical steps in a 
campaign for a permanent extension of emergency 
powers over both reserve requirements and consumer 
cfedit, it was soon apparent that they reflected an 


abrupt change in the official assessment of the economic 
situation. Mr Marriner Eccles, who was formerly chair- 
man of the Board of Governors of the Reserve § 

and who now ranks as a senior member of the 

was declaring in March that while recession had 
“ developed for many months past ” it was no part of the 
Government’s task to stabilise the economy at such a 
high level. Only a week or so later, however, Mr 
Thomas McCabe, as chairman, was declaring the relaxa- 
tion of obligatory reserve requirements to be “jn 
furtherance of the Board’s policy of adjusting all of its 
credit regulations in accordance with changing economic 
conditions, and the credit requirements of the current 
business situation.” 

This relaxation, which took effect in April, released 
approximately $1.2 billion from the cash reserves of the 
commercial banks. A further reduction in reserve 
requirements took place at the end of June upon the 
expiration of the emergency powers—for the extension 
of which the Board was no longer pressing—and released 
a further sum of about $800 million. At this stage, while 
production and employment were falling sharply from 
peak levels, the inevitable effect of the cash releases was 
to cause buying pressure in the Government Bond 
market ; the commercial banks, faced with a continuous 
fall in advances, had no profitable outlet for new funds 
beyond the Treasury Bond market. This brought into 
the open a latent conflict between the Board’s objectives. 
In the past its guiding aim had been to maintain the 
stability of the bond market, with reflationary measures 
subsidiary to that aim. But the banks’ demands fer 
bonds meant that the Board had to choose between the 
two objectives: if it wanted to check the fall in interest 
rates for the sake of stabilising them, it had to meet the 
demand by selling bonds ; but that meant simply mop- 
ping up the additional credit which it was setting free in 
the interests of reflation. In the event, the Board chose 
refiation. At the end of June, a statement by the Open 
Market Committee of the Federal Reserve System fore- 
cast a more flexible policy—which may ultimately have 
significance in relation to rising, as well as falling, interest 
rates. 

The statement declared that : — 

The Federal Open Market Committee, after consultation 
with the Treasury, announced today that with a view 
increasing the supply of funds in the market to meet the 
needs of commerce, business and agriculture, it will be the 
policy of the Committee to direct purchases, sales and ex- 
changes of Government securities by the Federal Reserve 
Banks with primary regard to the general business and credit 
situation. The policy of maintaining orderly conditions in 
the Government security market will be continued. Under 
present conditions, the maintenance of a relatively fixed 
pattern of rates has the undesirable effect of absorbing 
reserves from the market at a time when the availability of 
credit should be increased. : 
Bank reserves were reduced again in August, i 

three successive stages, releasing cash to the extent of 
$1.8 billion. Over about four months, therefore, the legal 
reserve requirements of the commercial banks had been 
cut by almost $4 billion. Instead of being held at 
high level authorised only by temporary legislation, they 
had moved to a point at which they were actually some 
way below the maximum limits permitted 
permanent authority of the Board. 
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Credit Policy in the United States 


T= economic background in the United States has 
changed significantly since last autumn, when the 
Federal Reserve Board’s index of industrial production 
(1935-39= 100) reached its postwar peak of 195. Early 
this year, the Department of Commerce could record that 
the closing months of 1948 saw “a rather impressive 
shift away from an inflationary position.” But in Janu- 
ary of this year, when the Presidential Budget message 
was delivered, the level of output was falling only slowly, 
and Government spokesmen were, therefore, still pre- 
occupied (as in 1948) with the problem of providing 
curbs upon inflationary pressure, including the mildly 
restrictive monetary curbs that were detailed in The 
Economist Banking Supplement twelve months ago 
(Records and Statistics, October 30, 1948). 


The Budget Message called for an additional 
$4,000 million of taxation, and insisted once again upon 
the need for the pattern of “ selective ” anti-inflationary 
controls already rejected by Congress. In the sphere of 
monetary policy, Mr Winthrop Aldrich, chairman of the 
Chase National Bank, was reasserting his demands for 
more flexible interest rates, and insisting that higher 
long-term rates would not bring about depression. And 
the President’s Economic Message to Congress (also sent 
in January) called for “ continuing authority to the Board 
of Governors of the Federal Reserve System to require 
commercial banks to hold supplemental reserves up to 
the limits requested last August.” At that time (in 
August, 1948) Congress had authorised a fairly substan- 

ial advance in reserve requirements, though to a level 
much below that set by the President. The Reserve 
Board had taken partial advantage of these emergency 
powers, but was reluctant to enforce them fully because 
the restraints applied only to member banks of the 
Reserve System. The Board was therefore pressing for 
its authority to cover all banks insured by the Federal 
Deposit Insurance Corporation, a development which 
would have involved the regulation of those banks then, 


as now, under the control of state authorities. 
* 


Until the close of February, therefore, the President 
and most of his economic advisers, including Mr John 
Snyder, Secretary of the Treasury, and Mr McCabe, 
chairman of the Federal Reserve Board, held that busi- 
ness activity would probably contiaue at high levels, with 
the definite risk of a renewal of inflationary pressure. 
By early March, however, conditions had changed suffi- 
ciently to make inevitable an early reversal of official 
policy. The Reserve Board first announced its decision 
to relax the controls on consumer credit (or instalment 
purchases) which formed part of the emergency powers 
granted in August, 1948. It followed this step within a 
week or two by sharp reductions in “ margin require- 
ments ” for stock market transactions, and shortly after- 
wards announced the first general relaxation of bank 
reserve requirements since 1941. 

_Although these moves were at first represented as 
being, to some extent at least, merely tactical steps in a 
campaign for a permanent extension of emergency 
powers over both reserve requirements and consumer 
Cfedit, .it..was. soon apparent that they reflected an 


abrupt change in the official assessment of the economic 
situation. Mr Marriner Eccles, who was formerly chair. 
man of the Board of Governors of the Reserve System, 
and who now ranks as a senior member of the 
was declaring in March that while recession had 
“ developed for many months past ” it was no part of the 
Government’s task to stabilise the economy at such a 
high level. Only a week or so later, however, Mr 
Thomas McCabe, as chairman, was declaring the relaxa- 
tion of obligatory reserve requirements to be “jn 
furtherance of the Board’s policy of adjusting all of its 
credit regulations in accordance with changing economic 
conditions, and the credit requirements of the current 
business situation.” 

This relaxation, which took effect in April, released 
approximately $1.2 billion from the cash reserves of the 
commercial banks. A further reduction in reserve 
requirements took place at the end of June upon the 
expiration of the emergency powers—for the extension 
of which the Board was no longer pressing—and released 
a further sum of about $800 million. At this stage, while 
production and employment were falling sharply from 
peak levels, the inevitable effect of the cash releases was 
to cause buying pressure in the Government Bond 
market ; the commercial banks, faced with a continuous 
fall in advances, had no profitable outlet for new funds 
beyond the Treasury Bond market. This brought into 
the open a latent conflict between the Board’s objectives. 
In the past its guiding aim had been to maintain the 
stability of the bond market, with reflationary measures 
subsidiary to that aim. But the banks’ demands for 
bonds meant that the Board had to choose between the 
two objectives: if it wanted to check the fall in interest 
rates for the sake of stabilising them, it had to meet the 
demand by selling bonds ; but that meant simply mop- 
ping up the additional credit which it was setting free in 
the interests of reflation. In the event, the Board chose 
reflation. At the end of June, a statement by the Open 
Market Committee of the Federal Reserve System fore- 
cast a more flexible policy—which may ultimately have 
significance in relation to rising, as well as falling, interest 
rates, 

The statement declared that : — 

The Federal Open Market Committee, after consultation 
with the Treasury, announced today that with a view [ 
increasing the supply of funds in the market to meet the 
needs of commerce, business and agriculture, it will be the 
policy of the Committee to direct purchases, sales and ex- 
changes of Government securities by the Federal Reserve 
Banks with primary regard to the general business and credit 
situation. The policy of maintaining orderly conditions im 
the Government security market will be continued. Under 
present conditions, the maintenance of a relatively fixed 
pattern of rates has the undesirable effect of absorbing 
reserves from the market at a time when the availability of 
credit should be increased. 
Bank reserves were reduced again in August, i 

three successive stages, releasing cash to the extent 
$1.8 billion. Over about four months, therefore, the legal 
reserve requirements of the commercial banks had been 
cut by almost $4 billion. Instead of being held at 4 
high level authorised only by temporary legislation, they 
had moved to a point at which they were a 

way below the maximum limits permitted under 
permanent authority of the Board. ve 
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Throughout this period the reserve balances of the 
member b have fallen steadily, a movement which is 


in sharp contrast to the substantial gains which occurred 
in the latter part of 1948, when the Reserve Board, 
despite its efforts to curb inflationary pressure by raising 
short-term rates and reserve requirements, was obliged 
to add steadily to its total bond portfolio in order to 
protect the long-term. Treasury rate of 24 per cent. 
The following table shows the way in which the 
Reserve authorities sought to keep control of the interest 
rate structure through open market operations. These 
have reduced their security portfolio by the unpre- 
cedented amount of more than $6 billion within a period 
of nine months. 
FreperaL Reserve Poticy, 1948-49 
{In Billion Dollars) 
Reserve) Member Bank 


Bank Reserves 
Credit Total Required 
1948 :— 
Oe . 00% dee Ge ob ab 24-1 20-2 19-2 
1949 :— 
BR. DR. don ccncsenctns 22:9 20-0 19-0 
PEED abe ce eta ds vue 22°8 19-4 18-7 
Mar. 2 SOi> Gb u¥G F6s's ew evs 22°4 19-0 18:5 
ADEE 27. de owe -5G ow b eos 21-7 19-0 18-5 
May Wi. is HK. 20-0 18-0 17:3 
FORO. 2B 400 cdc ckcenee 19-9 18-0 17°3 
BU Sie on.0 99.00 epee evens 19-0 17-5 16-6 
ere 18-1 16-5 15:5 


The steady pressure against the volume of bank reserves 
throughout this period is at first sight in direct con- 
tradiction to the aims of the reflationary policy announced 
by the Federal Reserve Board. Over most of the period, 
however, commercial bank loans—following the trend of 
production—were falling sharply from the highest levels 
reached at the peak of business activity in the closing 
months of last year. At the end of December, 1948, the 
volume of loans held by the weekly reporting member 
banks totalled $25.5 billion, with commercial and farm 
loans amounting to $15.6 billion. By the end of August, 
the total had fallen to just above $23 billion, with com- 
mercial and farm loans some way below $13 billion. 
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The consequential diversion of new banking resources 
to the government bond market has been substantial, 
Between the end of April (the month in which the 
Reserve Board began to cut reserve requirements) and 
September 21st, the weekly reporting member banks 
increased their government portfolios by more than $ 
billion. In the early part of the year, buying diesiat 
was mainly directed towards intermediate and longer- 
term issues. For technical reasons, short-term fates 
came under particular pressure following the June an- 
nouncement by the Reserve Board. Within a month, 
the market rate for one-year certificates had fallen from 
1} to I per cent—whereupon a vigorous open-market 
policy was undertaken in order to put the yield back to 
the level of 14 per cent. The yield on the } 
Treasury maturities over the past year has narrowed from 
2.45 to 2.30 per cent. 


Presumably, the authorities have acted on the assump. 
tion that a sudden reduction in the one-year rate to 
I per cent would leave them with little or no scope for 
manceuvre. The 1 per cent rate was effectively pierced 
during the spring of 1946, when the pressure towards 
low interest rates reached its postwar peak ; but it pro- 
bably marks the effective limit to which the authorities 
are now likely to go—at least in the absence of a trade 
depression on a scale far greater than the recession so 
far witnessed this year. Meanwhile, for some weeks 
before the development of the strikes in the coal and 
steel industries, the index of industrial production was 
rebounding quite sharply from the low point of 162 
touched in July—and bank loans were rising with it. 

By modifying its interest-rate policy and thus permit- 
ting a general credit expansion, the Board may well have 
had in mind the necessity of achieving a more flexible 
position and technique in case a revival of business 
activity brings a renewal of inflationary pressure. In this 
event, if the Board has indeed thrown off the self-imposed 
fetters of interest-rate stabilisation, and would be pre- 
pared to face a rise as well as a fall, an important weapon 
would be restored to it to buttress the device of stiffen- 
ing reserve requirements. 


The German Banking Reorganisation 


ESTERN Germany’s new banking system, 
launched under Allied auspices shortly before 
the currency reform, has been working for nearly 
eighteen months, yet even now few people outside the 
German banks have become familiar with the far-reach- 
ing changes which have taken place. The purpose of 
this article is to describe the new structure, to explain 
why changes were made, and to indicate some of the 
problems with which the system is confronted. 

It was apparent from the outset that the postwar con- 
dition of German banking necessitated a_ radical 
reorganisation. Since the bulk of their assets were in 
‘German Government bonds, the German banks had 


become insolvent upon the collapse of the Reich. Their 
continued operation was made possible only by the 
support of Allied authority and by various military 


government instructions restricting cash withdrawals. 


Financial considerations, though necessitating drastic 
reconstruction, did not, however, dictate the very 
complex pattern of structural changes which has in fact 
been imposed. This was designed to conform with the 


political reconstruction of western Germany along 
federal lines and to create, therefore, a federal central 
banking system and a parallel system of commercial 
banking. Given this objective, a break-up of the old 
nation-wide commercial banks became inevitable. 

The new central banking system, though founded on 
the United States Federal Reserve system, bears some 
resemblance to that which was based around the old 
German Reichsbank. It is a two tier system. Each of 
the eleven Laender in the German Federation has its 
own autonomous central bank (Landeszentralba 
responsible for banking in its region. These regi 
central banks, in turn, hold the entire share capital 
the Bank Deutscher Laender, the central bank of the 
federal government. The BDL acts as banker for the 
regional central banks, possesses the sole right of note 
issue and is the ultimate source of credit for the entite 
central and commercial banking system. Its policy 8 
decided by a board which sits at Frankfurt and —_ 
is composed of the Governor and the chairman of 
management committee of the BDL and of the 
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NATIONAL BANK 
OF EGYPT 


Incorporated in Egypt. Liability of Members is Limited 


Established by KHEDIVIAL DECREE of 25th June, 1898, with 
exclusive right to issue notes payable at sight to Bearer. 


HEAD OFFICE: CAIRO 


Commercial Register No. | Cairo 
CAPITAL (fully paid) Lstg. 3,000,000 
RESERVE FUND _ekistg. 3,000,000 


OFFICES IN EGYPT AND THE SUDAN 


CAIRO (4 Offices), ALEXANDRIA, Abou-Tig (Sub- 
Agency to Assiut), Assiut, Assuan, Benha, Beni-Suef, Chebin- 
el-Kom, Damanhour, Deyrout (Sub-Agency to Assiut), Edfu 
(Sub-Agency to Luxor), Esneh (Sub-Agency to Luxor), Fashn 
(Sub-Agency to Beni-Suef), Fayoum, Heliopolis (Cairo), 
Ismailia (Sub-Agency to Port Said), Kafr-el-Zayat (Sub-Agency 
to Tantah), Keneh, Luxor, Maghaga (Sub-Agency to Beni- 
Suef), Manfalout (Sub-Agency to Assiut), Mansourah, 
Mehalla-Kebir, Mellawi (Sub-Agency to Minieh), Minet-el- 
Gamh (Sub-Agency to Zagazig), Minieh, Port Said, Samalout 
(Sub-Agency to Minieh), Sohag, Suez, Tantah, Zagazig. 


KHARTOUM, El-Obeid, Omdurman, Port Sudan, Tokar 
(Sub-Agency to Port Sudan), Wad-Medani. 


LONDON OFFICE: 6 & 7 King William Street, E.C.4 








Traders and industrialists looking for opportunities 
in the undernoted Territories should get in contact 
with the National Bank of India. Topical information 
on business matters and a comprehensive banking 
Service are ensured by a network of branches in 
these areas. Your enquiry is welcomed at Head Office. 


NATIONAL BANK OF INDIA 


LIMITED 
Branches in: INDIA, PAKISTAN, CEYLON, BURMA, 
KENYA, UGANDA, TANGANYIKA, ZANZIBAR and ADEN. 
Bankers to the Government in Aden, Kenya Colony, 
Zanzibar and Uganda. 


Head Office : 26 Bishopsgate, London, E.C.2 
General Manager: T. T. K. Allan 
Deputy General Manager: N. W. Chisholm 
Londor. Manager: W. Kerr 


SD 





Rubber and tin from the East are two of our major dollar earners 
—there are many others in this area—and the Chartered Bank’s 
wide network of Branches assists British business men in 
expanding this valuable potential and also earns dollars for 
Britain in the form of invisible exports. Eastern merchants and 
prospective traders are cordially invited to discuss their plans 
with the Managers of any of our offices in this country, and we 
shall have pleasure in placing our comprehensive Eastern 
banking service at their disposal. 


The Chartered Bank of India, 
Australia and China 


CUncorporated by Royal Charter in 1853) 

HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2. 
Manchester Branch: 52 Mosley Street, Manchester, 2. Branch: 
27 Derby House, Exchange Buildings, Rumford Street, verpool, 2. 

West-End (London) Branch: 28 Charles II Street, London, S.W.1. 
New York Agency: 65 Broadway, New York. 
The Bank’s branch system, under British management directed from London, serves 


INDIA + PAKISTAN + CEYLON - BURMA - SINGAPORE AND FEDERATION OF 
MALAYA + NORTH BORNEO AND SARAWAK + INDONESIA - FRENCH INDO-CHINA 
THAILAND - THE PHILIPPINE REPUBLIC - HONGKONG + CHINA > JAPAN 


BANQUE de BRUXELLES 


Banking since 1871 


Capital and Reserves: 
B.Frs. 750.000.000 


Total Assets: 
B.Frs. 15.000.000.000 


300 OFFICES, BRANCHES and 
AGENCIES in BELGIUM 


Correspondents throughout the World. 
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heads of the regional central banks (who are appointed by 
the separate Laender). 


A majority decision of the BDL board becomes bind- 
ing on all central banks. Thus changes in bank rate 
or in the legal minimum reserves held by the commercial 
banks with the regional central banks (and, in turn, by 
the regional central banks with the BDL) are decided in 
Frankfurt and are binding in the whole of western 
Germany. Equal voting rights at board meetings 
theoretically give the chairman of a central bank in a 
small state the same influence as the chairman of the 
regional central bank for the Ruhr or separationist 
Bavaria. But bankers of calibre are few and far setween 
in Germany and the weaker members have usually been 
quite willing to allow the few men of standing to call the 
tune. This rather clumsy system has therefore worked 
quite smoothly so far, simply because the bankers have 
seen relatively little to differ about. More recently, how- 
ever, questions of credit policy have provoked some 
disagreement, and should there be a split among the 
more powerful person- 
alities it is difficult to see 
how the system could 
continue to function at 


all. It is possible to Region Deutsche Bank 
exaggerate this danger, 

+ North Rhine Rheinisch-West- 
nowever, for the regional Rarer | ishlsehe Bank 
-hairmen do ant “ Hamburg ee ank 
central banking a whole- | in Hamburg 

. . amburg 
time occupation and Lower Saxony pengewethenk 
many influential posts in Limeret 
the new system are filled | SeswieHobtein | oe | 
. 
by old Reichsbank offi- Bavaria Baverische Credit- | 
cials to whom decentrali- "Sask (ifunich) 
sation is anathema. Bremen | Disconto Bank 
(Bremer) j 
Moreover, if a devia- | He eee Sak is 
tionist state central bank oe 
x é - Wiirttemberr-Baden | Siidwestbank 
were Im a munority on 
the Board, the weapons Palatine Rheinische Kredit- 
in the armoury of the | (Ludwigshafen) | 
BDL would probably be Badea aiemeate Bank 
; ‘iirtten.berg- } Wurttembergische 
potent enough to bring - omens ern ; \. a 


it to heel (although it 
would be easier for 
the BDL to restrain 

excessive credit creation than to make an unwilling 
state central bank expand the local credit base). To en- 
force its will the BDL can, first, change the minimum 
reserve requirements obligatory on all banks and, 
secondly, refuse re-financing facilities. This refusal 
could take two forms. In the first case, normally eligible 
paper might be refused for re-discounting. In the second 
case, the BDL might refuse to lend against the new 
Ausgleichsforderungen or bank claims. This second 
measure requires more explanation. 


| (Reutlingen) 


Even after the 10:1 conversion of deposit liabilities 
at the time of currency reform, the German banks were 
still insolvent, since so large a part of their assets was 
locked up in defunct Reich debt. Part of this debt was 
therefore, in effect, replaced by Ausgleichsforderungen 
or claims by each bank against the Land in which it was 
registered. These claims, which are serviced at 3 per 
cent, are not negotiable for the present but may be lodged 
by any bank as security for overdraft facilities with the 
Land central banks. The Land central banks, in turn, 
can borrow against them from the BDL. The potential 


SUCCESSORS TO THE “BIG THREE,’’ GIVING LOCATIONS OF 
HEAD OFFICES 


THE ECONOMIST, October 29, 1949 


denial of this facility is a strong weapon in | 
the BDL. a 

One of the most urgent problems of the financial 
authorities is, however, to put these Ausgleichsforder. 
ungen on a more permanent footing. For one thing the 
interest paid is out of keeping with the present structure 
of interest rates and, for another, until these claims are 
converted to a more conventional form of public debt 
the BDL cannot carry out open market operations— 
simply for lack of suitable paper except in so far as it 
could encourage more lending by the state central banks 
against these claims. 


Far-reaching though the changes in the central bank- 
ing structure have been, those that have taken place in 
commercial banking are proving much more funda- 
mental. Today no German bank may maintain branches 
in more than one Land. The three “ Big Three” (“D”) 
banks, the prewar giants of the German banking system, 
have been broken up. Each of their separate branches 
now has a strange new name and the goodwill associated 
with the traditional 
names has been lost. 


The most fortunate of 


the new banks are auto- 
i Dresdner Bank 


Con.merzbank matically those which 
: were si i . 
Bankverein West | Rhein-Ruhr Bank ne situated = the lar 
Deutschland | (Dusseldorf) gest states. Thus the 
isseidor | » : 
Hanes Bank | Hamburger Kredit- old Deutsche Bank in 
(Hamburg) } bank (Hamburg) the Ruhr, previously the 
“Gin, | Nigterdeusets we | largest bank in Rhine- 
(Hanover) land-Westphalia, has be- 

Holsten-Bank Lubecker Bank fiir ? 
(Kiel) | Haniel uad Indus come the largest bank 

j trie (Lubeck) 


under the new regime 
(it now operates under 


Bayerische Disconto Bayerische Bank fur 
Bank (Nuremberg) Handel u. Industrie 


(Munich) 
Br -mer Har dels- | Brem Ba ik : ane 
Bank GQheanen | . (Bremen) : the title of the Rheinisch- 
Mitteldeutsche Rhein-Main-Bank Gc 
( reditbank (Frankfurt) ‘ Westphaelische bank). 
(Frankfurt) By contrast, the succes- 
Bankverein ftir Allgemeine Bank- 
Warttembers- | gesellschaft sor of the Commerzbank 
aden (Stuttgart i (Stuttgart 
Mitelebeaste 1 etomal ons —the smallest of the D- 
3ank z | Handelsbank one 
rains em, (Neustadt (Haarat)) Banks ne of the small 


| Stiddeutsche Kredit- 
{| anstalt (Freiburg) 
| Bankanstalt ftir 

{| Warttemberg und 
! Hohenzollern 

| (Reutlir en) 


states in south-west Ger- 
many has, perforce, 
dwindled to relative in- 
significance. Since the 
currency reform the 
larger banks in the larger states have increased their lead 
by attracting the lion’s share of new deposits. Such busi- 
ness as the limited resources of the banks permit has been 
profitable. There is a wide margin between interest paid 
by the banks on deposits—this certainly never exceeds 4 
per cent and is usually much less—and the 7 to 9} pet 
cent which the borrower has to pay, even though 

rate has fallen to 4 per cent. But a wide variety of new 
problems has been created. In granting credits the banks 
have become very weary of clients who have claimed to be 
borrowing for brief periods, but have in fact employed 
short-term credits on capital investment. The result 
has been a great increase in illiquidity. 





Despite continued misgivings about the structural 
weaknesses of the new banking system—confidence m 
which remains to be established firmly—criticism of the 
new banking system per se has lately given way to heatt 
debates amongst politicians, businessmen, 
journalists, and even within the ranks of the Bank 
Deutscher Laender itself, on the question whether the 
credit policy pursued by the. central banking 
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THE NATIONAL BANK LIMITED 


CAPITAL PAID-UP 


RESERVE FUND - 
DEPOSITS (31-12-48) 


ESTABLISHED 1835 
CAPITAL SUBSCRIBED £7,500,000 


£1,300,000 
£71,240,000 





A COMPLETE BANKING SERVICE. SPECIAL DEPARTMENTS FOR 
INCOME TAX AND EXECUTOR AND TRUSTEE BUSINESS 


The Bank has been a member of the London Bankers’ Clearing House for over three-quarters of a. century 


HEAD OFFICES: 13-17 OLD BROAD STREET, LONDON, E.C.2 


and 263 Branches and Sub-Offices in Great Britain and Ireland. 
AGENTS AND CORRESPONDENTS THROUGHOUT THE WORLD 








ERLANGERS 


BANKERS, 


LTD. 


4 Moorgate, 
London, 


E.C.2 





FACTORIES are growing 


in AUSTRALIA 


Expanding industrial development creates 
trade opportunities and an_ ever-widening 
field for employment. Informative “Blue 
Booklets” describing the Australian economy 
are published by the Bank of New South 
Wales and may be obtained, free, from your 
Bankers or direct from— 


BANK OF 
NEW SOUTH WALES 


(Incorporated In New South Wales with limited liability) 


LONDON OFFICES: 
29 Threadneedle Street, E.C.2 
47 Berkeley Square, W.! 
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THE BANK OF INDIA LTD. 


(INCORPORATED IN INDIA) 
Estabiished 7th September, 1906 


HEAD OFFICE: 
MAHATMA GANDHI ROAD, FORT, BOMBAY 


Capital Subscribed - - Rs. 3,98,73,500 
Capital Paid-Up - - - Rs. 1,99,36,750 


Reserve Fund - - - Rs. 2,49,36,750 


Directors. 
Sir Cowasjee Jehangir, Baronet, G.B.E., K.C.1.E., Chairman. 
Mr. Ambalal Sarabhai. Sir Shantidas Askuran. 
Sir Joseph Kay, K.B.E. Mr. Mahomed Suleman Cassum Mitha. 
Mr. Dinsha K. Daji. Sir Kikabhai Premchand. 
Mr. Ramniwas Ramnarain. Mr. Bhagvandas Chunilal Mehta. 
Mr. Krishnara] M. D. Thackersey. 
General Manager: Mr. A. ©, Clarke. 


London Office :— 


17, MOORGATE, LONDON, E.C.2 
Telephone: METROPOLITAN 0991 


Telegraphic Address: Sharafi, Stock, London 
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has been helpful or a hindrance to economic recovery. 
Recently the BDL has shown signs of giving way to 
criticisms of its excessively deflationary policy. Orthodox 
steps to relieve the shortage of credit have been taken. 
The bank rate has been lowered from § per cent to 
4 per cent in two successive stages. The minimum 
reserves which the commercial banks have to maintain 
with the central banking system have been lowered ; 
the minimum reserve ratio against sight deposits, which 
was 10 per cent at the time of the currency reform in 
June, 1948, and which was raised to 1§ per cent as an 
anti-inflationary measure in December, 1948, was 
lowered to 12 per cent in June of this year. (Through- 
out this period the reserve ratio against time deposits 
has remained unchanged at 5 per cent.) Even more 
significant has been the distinct change in tone in the 
policy circulars sent out by the BDL to the state central 
banks for eventual transmission to the commercial banks. 







* 


There has, however, been no volte face in central 
banking policy. The Bank Deutscher Laender is show- 
ing itself more impervious to outside criticism than 
central banks in many other countries, though the 
changes contemplated by the new government will curb 
3 this independence. Although it admits that there is a 
i credit shortage in the country, it argues that the addi- 
tional credit is needed largely for long-term purposes. 
In the past the German banking system has suffered too 
much from long-term lending with short-term deposit 
money. The BDL is determined that that shall not 
happen under the new system. 


Many moderate observers believe, however, that the 
BDL has been rather too easily impressed by the increase 
in the note circulation and the volume of credit since 
the currency reform. At first sight these figures do look 
startling. In less than a year the note circulation has 
increased from DM 4,897 million to DM 6,815 million, 
while the deposits have risen from DM 5,120 million to 
DM 13,247 million. Advances have increased from 
DM 1,355 million to DM 7,833 million. The ratio of 
advances to deposits has increased markedly. It is now 
over 50 per cent as compared with about 25 per cent 
prior to currency reform. 

Large though these increases have been, the critics 
of the BDL contend that a much larger increase was 
necessary. The real question, however, is whether it 
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is judicious to remedy the deficiency of working 
long-term capital through the beshion system, ™ 
The first need at the present time is for more 
term funds, yet the inability of the German capital . 
to meet the demands has been demonstrated beyond 
doubt. Individual savings, though they have been ris; 
are quite inadequate to finance anything but a smal] 
of the German capital programme. Corporate sa 
are hampered by taxation which hits the industrialist in 
Germany even harder than in Britain. Large new 
savings are, however, accumulating in the public sector 
for several state governments are running budget ur. 
pluses, and there is also the BDL “ counterpart ” fund 
from imports. 


Most of the sums released by the public sector are 
passed on to the credit takers via the new Kredietanstalt 
fuer Wiederaufbau or Reconstruction Loan Corporation, 
This corporation is coming in for almost as much 
criticism as the BDL, mainly on the ground that it does 
too little. For the present it has to content itself with 
passing on such funds as are made available from the 
public sector. 


Despite the assistance of the Reconstruction Loan 
Corporation few new capital issues have been able 
to raise the full amount for which they called. Yet 
the German new issue programme has not been 
ambitious. From the currency reform to the end of July 
new issues amounted to only DM 1,000 million, and of 
this not very impressive total only DM 754 million could 
be placed. The most ambitious operation yet has been 
the Reichsbahn issue which raised DM 335 million— 
of which DM 250 million came from public funds. 
By British standards interest rates on loan capital seem 
high—a ten-year loan stock normally carries 54 to 6} 
per cent interest. Since even these high-interest rates are 
not bringing forth the savings needed, it is now widely 
advocated that the immediate shortage of long-term 
capital should be overcome by more generous releases of 
funds from the public sector. Earlier arguments against 
this step, at a time when inflation still seemed around the 
corner, have now lost much of their force. 


To sum up, no one will deny that the Bank Deutscher 
Laender is to be commended on establishing the 
Deutsche Mark as a sound currency in so short a period 
of time, but many people believe that it must next ensure 
that a proper balance between long-term and short-term 
capital is struck. 





BANKING IN WESTERN GERMANY* 
(DM Million) 
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COMPANY MEETING > 
—eeEEeEe————eeeeeeee 


LONDON TIN CORPORATION LIMITED 


CHAIRMAN’S SPEECH 


The twenty-third annual general meeting 
of London Tin Corporation Limited was 
held on Friday, October 21, 1949, at The 
Chartered Insurance Institute, Alderman- 
bury, London, j SS Ge a4 

Mr J. Ivan Spens, Chairman of the Cor- 
poration, who presided, said :— 

The accounts for the year ended April 30, 
1949, are on almost similar lines to those for 
the previous year, when we made the neces- 
sary amendments to conform with the Com- 
panies Act, 1948. Apart from an increase in 
investment of the Corporation’s resources in 
“Investments at or under cost,” and an ad- 
justment, in the main, between loans and 
shares in “Investments in subsidiary com- 
panies,” I need only refer to the fact that 
we have now a general reserve of £250,000, 
made up of £125,000 reserve against a loan 
to a subsidiary company not now required, 
and £125,000 transferred from profit and 
joss account. This general reserve, which we 
hope to increase from time to time, is avail- 
able for meeting contingencies. 


MALAYAN WAR DAMAGE COMPENSATION 
SCHEME 


Since we held our last annual general meet- 
ing, fresh proposals have been made and laid 
before the Legislative Councils of the Federa- 
tion of Malaya and of Singapore. I am cer- 
tain it is in the interests of all concerned that 
finality should be arrived at on this matter at 
the earliest possible moment. Until this is 
done, so far as the mining companies are 
concerned, it is impossible to assess their 
financial positions correctly, as the majority 
of them have received advances for rehabilita- 
tion from the Government, which may be 
in excess of the amounts such companies 
might ultimately be entitled to receive under 
the scheme. 


STAFF 


Since my speech last year, two more mem- 
bers of the staff of Anglo-Oriental (Malaya), 
Lunited, have been murdered by bandits. To 
thew relatives 1 know you would wish me to 
express your deepest sympathy. The activity 
of the bandits in Malaya has imposed a great 
sirain on staff, many of whom have spent 
3} years in Japanese P.o.W. camps. I feel 
that I speak for you all when I thank the 
staff of Anglo-Oriental (Malaya), Limited, for 
the fine work they have done, and are aa 
in Malaya, Burma and Siam under such diffl- 
cult conditions. I also wish to thank the staff 
of A. O. Nigeria, Limited, who, though they 
have so far escaped the turbulent conditions 
of the Far East, have, I know, their own prob- 
lems and difficulties. 


PRICE OF TIN 


Shareholders will recollect that the price 
of tin metal was fixed up till June 30, 1949, 
by the Ministry of Supply, who bought the 
Output of both Malaya and Nigeria. In 
Malaya the price was £553 10s. per ton metal 
ex-smelter, In Nigeria it was £531 per ton 
metal in concentrates f.a.s. Nigerian port. 


On August 30, 1949, the Ministry of 
Supply suspended all dealings in Straits tin. 
¢ reason for this was a loss of dollars owing 
‘0 importers in U.S.A. being able to use sterl- 
ing exchange available for future deliveries 
at a considerable discount over the official 
rate. From August 25th, industry in the 
S.A. was relatively free to import tin metal. 


On September 7th the Ministry of Supply 
announced that tin metal would be sold in 
U.S.A. at $1.03 per pound through a number 
of London metal brokers acting as the 
Ministry’s agents. Merchants in Penang and 
Singapore with experience of the trade up 
till 1941 were grieved that they were not 
included in the Ministry’s scheme. 
September 9th the Ministry arranged that 
buyers could defer the price to be paid for the 
metal until ten days after the arrival of the 
ship carrying u at New York docks. 

The devaluation of the £ on September 18th 
caused the Ministry of Supply immediately 
to suspend sales of tin, along with other base 
metals, On September 26th the Ministry an- 
nounced that the selling price of tin would 
be £750 per ton in U.K., £739 per ton ex- 
smelter in Penang or Singapore and 95 cents 
per pound (equivalent to £760 per ton) in 
New York. The price to be paid to pro- 
ducers has still to be fixed. The Ministry 
also announced its intention to discontinue 
the purchase of tin and to reopen the London 
Metal Exchange in the near future. 


There can be do doubt that the revaluation 
of the £ sterling in terms of the $ and other 
currencies, will increase mining costs, though 
to what extent remains to be seen. 


NEGOTIATIONS WITH ECONOMIC 
CO-OPERATION ADMINISTRATION 


In March, 1949, the U.S.A, informed pro- 
ducing countries who were signatories of 
Economic Co-operation agreements that 
E.C.A, desired to negotiate bilateral agree- 
ments with them in. order to increase 
deliveries of metallic tin and/or concentrates 
to the U.S.A. The countries concerned 
began simultaneous negotiations. In each 
case the negotiations were interrupted at the 
request of the E.C.A. representative, when 
it became clear that financial appropriations 
were not going to be available as soon as 
expected. 


TIN STUDY GROUP 


In 1946 many in the tin mining industry 
believed that in two or three years supplies 
of tin metal would probably be greater than 
industrial demand. They hoped that the 
then proposed Tin Study Group would con- 
sider what action should be taken to prevent 
this surplus depressing the price below the 
economic cost of production. 


The communiqué issued after the meeting 
of the Tin Study Group held in London in 
June, 1949, said that the Group realised that 
there was an existing and growing excess 
of production over commercial consumption 
(estimated at 32,000 tons in 1949 and 1950, 
43,000 tons in 1951). While it was thought 
that purchases for non-commercial purposes 
would avoid an unbalanced position for an 
appreciable but unspecifiable period, it was 
realised that conditions justifying the con- 
clusion of a commodity control agreement 
would probably arise within five years. From 
past experience it may be believed that 
negotiations for such an agreement might 
take two years. Another Working Party was 
set up to draft an agreement which was to be 
submitted to the members of the Study 
Group who would consider whether to ask 
the United Nations to convene a Commodity 
Conference at which such an agreement 
could be presented. The Working Party’s re- 
port was to be ready, if possible, by Septem- 
ber 30, 1949. It has now been arranged that 
this Working Party will meet at The Hague 
on Wednesday next, October 26, 1949. 


I think the majority of the tin producers 
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in the world are in favour of the calling of a 
commodity conference and would favour an 
international commodity agreement on tin. 
Such majority must believe that that is 
the only way in which the tin industry will 
obtain a reasonable, stable, economic price, 
which will allow it to plan satisfactorily for 
the future. It seems to me that such an 
agreement is in the interests of consumers 
who require adequate supplies of tin at an 
economic price and above all at a stable one, 
To the consumer carrying appreciable stocks 
a constantly fluctuating price with its losses 
on stocks must be far from satisfactory, while 
a supply alternating between a dearth and 
a glut must be even less so. 


It must also be remembered that in 
Malaya the country’s economy depends 
mainly on its two basic industries, tin and 
rubber. If the tin industry should suffer 
periods of depression on account of insta- 
bility of price and if mines were forced to 
close down, resulting in widespread unem- 
ployment of labour or a reduction in the 
standard of living, the social and political 
consequences might be serious. Similar con- 
siderations must equally apply to all the main 
tin-producing countries. 


Personally, I believe that if the conditions 
which I have enumerated above are fulfilled, 
consumers would agree to an international 
commodity agreement on tin. While the 
situation is, therefore, not so gloomy as some 
may suppose, emphasis must be laid on the 
need for action and the early conclusion of 
a suitable international commodity agreement 
on tin. 


The report and accounts for the year ended 
April 30, 1949, were adopted and the retiring 
directors re-elected. 


At the extraordinary general meeting 
which followed the annual general meeting 
a special resolution adopting new articles of 
association was duly passed. 





OLYMPIC PORTLAND 
CEMENT COMPANY, 
LIMITED 


SUCCESSFUL YEAR 


The 38th annual general meeting of the 
Olympic Portland Cement Company, 
Limited, was held on October 24th in 
London. 


The Hon. Gerald H. G. Williamson, the 
chairman, in the course of his speech, said: I 
am pleased to be able to report that your 
company has had a successful year, more 
successful indeed than we anticipated a year 
ago. The trading profit of the Bellingham 
plant for the year was £44,642, after provid- 
ing £14,408 for depreciation and depletion 
as against £16,125 of profit and £19,947 of 
depreciation and depletion for the previous 
fifteen months. 


The average selling price of cement per 
barrel for the year under review was 3.23 
dollars, compared with 3.19 dollars for the 
six months to March 31, 1948, and 2.93 
dollars for the nine months to September 
30, 1947, the volume of sales being 748,000, 
192,000 and 449,000 barrels respectively. 
The increased sales reflected the higher pro- 
duction of cement during 1948-49, figures 
being 727,000 barrels, against 707,000 baryels 
Poy in the fifteen months to March 31, 
1948. 


As the dividend paid a year ago—l0 per 
cent., less income tax—covered a period of 
fifteen months and as previous distributions 
had for some years been on a 10 per cent. 
basis, a bonus of 2} per cent., less income 
tax, is now recommended, in view of the 
improved results for this year, in addition 
to the final dividend. 


‘The report was adopted. 
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has been helpful or a hindrance to economic recovery. 
Recently the BDL has shown signs of giving way to 
criticisms of its excessively deflationary policy. Orthodox 
steps to relieve the shortage of credit have been taken. 
The bank rate has been lowered from 5 per cent to 
4 per cent in two successive stages. The minimum 
reserves which the commercial banks have to maintain 
with the central banking system have been lowered ; 
the minimum reserve ratio against sight deposits, which 
was 10 per cent at the time of the currency reform in 
June, 1948, and which was raised to 1§ per cent as an 
anti-inflationary measure in December, 1948, was 
lowered to 12 per cent in June of this year. (Through- 
out this period the reserve ratio against time deposits 
has remained unchanged at 5 per cent.) Even more 
significant has been the distinct change in tone in the 
policy circulars sent out by the BDL to the state central 
banks for eventual transmission to the commercial banks. 


* 


There has, however, been no volte face in central 
banking policy. The Bank Deutscher Laender is show- 
ing itself more impervious to outside criticism than 
central banks in many other countries, though the 
changes contemplated by the new government will curb 
this independence. Although it admits that there is a 
credit shortage in the country, it argues that the addi- 
tional credit is needed largely for long-term purposes. 
In the past the German banking system has suffered too 
much from long-term lending with short-term deposit 
money. The BDL is determined that that shall not 
happen under the new system. 


Many moderate observers believe, however, that the 
BDL has been rather too easily impressed by the increase 
in the note circulation and the volume of credit since 
the currency reform. At first sight these figures do look 
startling. In less than a year the note circulation has 
increased from DM 4,897 million to DM 6,815 million, 
while the deposits have risen from DM 5,120 million to 
DM 13,247 million. Advances have increased from 
DM 1,355 million to DM 7,833 million. The ratio of 
advances to deposits has increased markedly. It is now 
over §0 per cent as compared with about 25 per cent 
prior to currency reform. 

Large though these increases have been, the critics 
of the BDL contend that a much larger increase was 
necessary. The real question, however, is whether it 
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is judicious to remedy the deficiency of working and 
long-term capital through the banking system. 

The first need at the present time is for more lonp. 
term funds, yet the inability of the German capital market 
to meet the demands has been demonstrated beyond 
doubt. Individual savings, though they have been risi 
are quite inadequate to finance anything but a small 
of the German capital programme. Corporate sa 
are hampered by taxation which hits the industrialist in 
Germany even harder than in Britain. Large new 
savings are, however, accumulating in the public sector 
for several state governments are running budget wir. 
pluses, and there is also the BDL “ counterpart ” fund 
from imports. 


Most of the sums released by the public sector are 
passed on to the credit takers via the new Kredietanstalt 
fuer Wiederaufbau or Reconstruction Loan Corporation, 
This corporation is coming in for almost as much 
criticism as the BDL, mainly on the ground that it does 
too little. For the present it has to content itself with 
passing on such funds as are made available from the 
public sector. 


Despite the assistance of the Reconstruction Loan 
Corporation few new capital issues have been able 
to raise the full amount for which they called. Yet 
the German new issue programme has not been 
ambitious. From the currency reform to the end of July 
new issues amounted to only DM 1,000 million, and of 
this not very impressive total only DM 754 million could 
be placed. The most ambitious operation yet has been 
the Reichsbahn issue which raised DM 335 million— 
of which DM 250 million came from public funds. 
By British standards interest rates on loan capital seem 
high—a ten-year loan stock normally carries 54 to 6} 
per cent interest. Since even these high-interest rates are 
not bringing forth the savings needed, it is now widely 
advocated that the immediate shortage of long-term 
capital should be overcome by more generous releases of 
funds from the public sector. Earlier arguments against 
this step, at a time when inflation still seemed around the 
corner, have now lost much of their force. 


To sum up, no one will deny that the Bank Deutscher 
Laender is to be commended on establishing the 
Deutsche Mark as a sound currency in so short a period 
of time, but many people believe that it must next ensure 
that a proper balance between long-term and short-term 
capital is struck. 


a 
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COMPANY MEETING> 


LONDON TIN CORPORATION LIMITED 


CHAIRMAN’S SPEECH 


The twenty-third annual general meeting 
of London Tin Corporation Limited was 
held on Friday, October 21, 1949, at The 
Chartered Insurance Institute, Alderman- 
bury, London, Blew 

Mr J. Ivan Spens, Chairman of the Cor- 
poration, who presided, said: — 

The accounts for the year ended April 30, 
1949, are on almost similar lines to those for 
the previous year, when we made the neces- 
sary amendments to conform with the Com- 
panies Act, 1948. Apart from an increase in 
investment of the Corporation’s resources in 
“Investments at or under cost,” and an ad- 
justment, in the main, between loans and 
shares in “Investments in subsidiary com- 
panies,” I need only refer to the fact that 
we have now a general reserve of £250,000, 
made up of £125,000 reserve against a loan 
wo a subsidiary company not now required, 
and £125,000 transferred from profit and 
loss account. This general reserve, which we 
hope to increase from time to time, is avail- 
able for meeting contingencies. 


MALAYAN WAR DAMAGE COMPENSATION 
SCHEME 


Since we held our last annual general meet- 
ing, fresh proposals have been made and laid 
before the Legislative Councils of the Federa- 
tion of Malaya and of Singapore. I am cer- 
tain it is in the interests of all concerned that 
finality should be arrived at on this matter at 
the earliest possible moment. Until this is 
done, so far as the mining companies are 
concerned, it is impossible to assess their 
financial positions correctly, as the majority 
of them have received advances for rehabilita- 
tion from the Government, which may be 
in excess of the amounts such companies 
might ultimately be entitled to receive under 
the scheme. 


STAFF 


Since my speech last year, two more mem- 
bers of the staff of Anglo-Oriental (Malaya), 
Limited, have been murdered by bandits. To 
their relatives 1 know you would wish me to 
express your deepest sympathy. The activity 
of the bandits in Malaya has imposed a great 
sirain on staff, many of whom have spent 
3 years in Japanese P.o.W. camps. I feel 
that I speak for you all when I thank the 
staf of Anglo-Oriental (Malaya), Limited, for 
the fine work they have done, and are doing, 
in Malaya, Burma and Siam under such diff- 
cult conditions. I also wish to thank the staff 
of A. O. Nigeria, Limited, who, though they 
have so far escaped the turbulent conditions 
of the Far East, have, I know, their own prob- 
lems and difficulties. 


PRICE OF TIN 


Sharcholders will recollect that the price 

un metal was fixed up till June 30, 1949, 

by the Ministry of Supply, who bought the 

ut of both Malaya and Nigeria. In 

ya the price was £553 10s. per ton metal 

ex-smelter. In Nigeria it was £531 per ton 
metal in concentrates f.a.s. Nigerian port. 


got, Ausust 30, 1949, the Ministry of 
¥ suspended all dealings in Straits tin. 

¢ reason for this was a loss of dollars owing 
0 importers in U.S.A, being able to use sterl- 
= exchange available for future deliveries 
a le discount over the official 
Us From August 25th, industry in the 
‘S.A. was relatively free to import tin metal. 


On September 7th the Ministry of Supply 
announced that tin metal would be sold in 
U.S.A. at $1.03 per pound through a number 
of London metal brokers acting as the 
Ministry’s agents. Merchants in Penang and 
Singapore with experience of the trade up 
ull 1941 wece grieved that they were not 
included in the Ministry’s scheme. 
September 9th the Ministry arranged that 
buyers could defer the price to be paid for the 
metal until ten days after the arrival of the 
Ship carrying u at New York docks. 

The devaluation of the £ on September 18th 
caused the Ministry of Supply immediately 
to suspend saies of tin, along with other base 
metals, On September 26th the Ministry an- 
nounced that the selling price of tin would 
be £750 per ton in U.K., £739 per ton ex- 
smelter in Penang or Singapore and 95 cents 
per pound (equivalent to £760 per ton) in 
New York. The price to be paid to pro- 
ducers has still to be fixed. The Ministry 
also announced its intention to discontinue 
the purchase of tin and to reopen the London 
Metal Exchange in the near future. 


There can be do doubt that the revaluation 
of the £ sterling in terms of the $ and other 
currencies, will increase mining costs, though 
to what extent remains to be seen. 


NEGOTIATIONS WITH ECONOMIC 
CO-OPERATION ADMINISTRATION 


In March, 1949, the U.S.A, informed pro- 
ducing countries who were signatories of 
Economic Co-operation agreements that 
E.C.A. desired to negotiate bilateral] agree- 
ments with them in order to increase 
deliveries of metallic tin and/or concentrates 
to the U.S.A, The countries concerned 
began simultaneous negotiations. In each 
case the negotiations were interrupted at the 
request of the E.C.A. representative, when 
it became clear that financial appropriations 
were not going to be available as soon as 
expected. 


TIN STUDY GROUP 


In 1946 many in the tin mining industry 
believed that in two or three years supplies 
of tin metal would probably be greater than 
industrial demand. They hoped that the 
then proposed Tin Study Group would con- 
sider what action should be taken to prevent 
this surplus depressing the price below the 
economic cost of production. 

The communiqué issued after the meeting 
of the Tin Study Group held in London in 
June, 1949, said that the Group realised that 
there was an existing and growing excess 
of production over commercial consumption 
(estimated at 32,000 tons in 1949 and 1950, 
43,000 tons in 1951). While it was thought 
that purchases for non-commercial purposes 
would avoid an unbalanced position for an 
appreciable but unspecifiable period, it was 
realised that conditions justifying the con- 
clusion of a commodity control agreement 
would probably arise within five years. From 
past experience it may be believed that 
negotiations for such an agreement might 
take two years. Another Working Party was 
set up to draft an agreement which was to be 
submitted to the members of the Study 
Group who would consider whether to ask 
the United Nations to convene a Commodity 
Conference at which such an agreement 
could be presented. The Working Party’s re- 
port was to be ready, if possible, by Septem- 
ber 30, 1949. It has now been arranged that 
this Working Party will meet at The Hague 
on Wednesday next, October 26, 1949. 


I think the majority of the tin producers 
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in the world are in favour of the calling of a 
commodity conference and would favour an 
international commodity agreement on tin. 
Such majority must believe that that is 
the only way in which the tin industry will 
obtain a reasonable, stable, economic price, 
which will allow it to plan satisfactorily for 
the future. It seems to me that such an 
agreement is in the interests of consumers 
who require adequate supplies of tin at an 
economic price and above all at a stable one, 
To the consumer carrying appreciable stocks 
a constantly fluctuating price with its losses 
on stocks must be far from satisfactory, while 
a supply alternating between a dearth and 
a glut must be even less so. 


It must also be remembered that in 
Malaya the country’s economy depends 
mainly on its two basic industries, tin and 
rubber. If the tin imdustry should suffer 
periods of depression on account of insta- 
bility of price and if mines were forced to 
close down, resulting in widespread unem- 
ployment of labour or a reduction in the 
standard of living, the social and political 
consequences might be serious. Similar con- 
siderations must equally apply to all the main 
tin-producing countries. 


Personally, I believe that if the conditions 
which I have enumerated above are fulfilled, 
consumers would agree to an international 
commodity agreement on tin. While the 
situation is, therefore, not so gloomy as some 
May suppose, emphasis must be laid on the 
need for action and the early conclusion of 
a suitable international commodity agreement 
on tin. 

The report and accounts for the year ended 
April 30, 1949, were adopted and the retiring 
directors re-elected. 


At the extraordinary general meeting 
which followed the annual general meeti 
a special resolution adopting new aiticles of 
association was duly passed. 





OLYMPIC PORTLAND 
CEMENT COMPANY, 
LIMITED 


SUCCESSFUL YEAR 


The 38th annual general meeting of the 
Olympic Portland Cement y; 
Limited, was held on October 24th in 
London. 


The Hon. Gerald H. G. Williamson, the 
chairman, in the course of his speech, said: I 
am pleased to be ab‘e to report that your 
company has had a successful year, more 
successful indeed than we anticipated a year 
ago. The trading profit of the Bellin 
plant for the year was £44,642, after provid- 
ing £14,408 for depreciation and depletion 
as against £16,125 of profit and £19,947 of 
depreciation and depletion for the previous 
fifteen months. 


The average selling price of cement per 
barrel for the year er review was 3.23 
dollars, compared with 3.19 dollars for the 
six months to March 31, 1948, and 2.93 
dollars for the nine months to September 
30, 1947, the volume of sales being 748,000, 
192,000 and 449,000 barrels respectively. 
The increased sales reflected the higher pro- 
duction of cement during 1948-49, figures 
being 727,000 barrels, against 707,000 barrels 
me in the fifteen months to March 31, 
1948. 


As the dividend paid a year ago—l0 per 
cent., less income tax—covered a period of 
fifteen months and as previous distributions 
had for some years been on a 10 per cent. 
basis, a bonus of 24 per cent., less income 
tax, is now recommended, in view of the 
improved results for this year, in addition 
to the final dividend. 


‘The report was adopted. 
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THE UNITED STEEL COMPANIES, 
LIMITED 


STATEMENT ON YEAR’S OPERATIONS 


The annual general meeting of The United 
Steel Companies, Limited, will be held on 
November 16th at The Iron and Steel In- 
stitute, 4, Grosvenor Gardens, London, S.W. 

The directors have issued the following 
statement on the year’s operations to mem- 
bers of the company with their annual 
report: — 

Stockholders—The number of stockholders 
on the register at June 30, 1949, was: 
ordinary, 21,410 ; preference, 14,370. 


PRODUCTION 
The outstanding feature of the year’s 
operations has been the high level of outputs 
attained throughout the undertaking. Pro- 
duction of steel, pig-iron and coke for the 
last two years has been as follows :— 
1947-48 1948-49 


tons tons 
Steel ingots — .......0: 1,896,000 2,042,000 
Pig-iron ...... 6 ite ea 1,057,000 1,143,000 
CIN is cents en dick < shaves 1,114,000 1,175,000 


It is believed that this is the first occasion 
on which a British company has attained an 
output of over 2,000,000 tons of steel in a 
single year. 

Number of Employees—The number of 
employees at June 30, 1949, was: — 


Coeemaberiet GISETICE ...........cccccccess 5,169 
Lincolnshire district ....................+ 9,930 
SCN AMINE. 0 iin ss connyo askin o<s (14,487 
29,586 

SALES 


The sales for the year cover a great variety 
of products and markets and can be generally 
classified in the following groups: — 


1. Semi-finished steel which under- 

goes further processing ............... 31.0 
2. Finished steel products ready for use 13.3 
3. All other steel products mainly sup- 

plied to various branches of 





engineering =... ...s6:.5... Sa 46.0 
4. Oils, fertilisers and chemicals ...... 3.7 
5. Engineering products .................. 2.8 
6. Miscellameous § ~ 6.256650. 6000 vee cces 3.2 

100.0 


Direct export, which is limited by govern- 
ment regulation, amounted to 7} per cent. of 
the sales. A much larger proportion is ex- 
ported indirectly, but this depends upon the 
trade of our customers, which includes the 
making of :— 

Ships. 

Motor vehicles. 

Railway rolling stock. 

Electrical equipment. 

Wire products. 

Machinery. 

Hardware. 

Chemicals. 


INCOME AND EXPENDITURE 
During the year the company’s gross in- 
come from sales and o sources was 
£50,538,522. This was expended as follows :— 


£ % 
Raw materials, fuel, 

IDIIG = cccg eves ca ce<ns 30,449,608 60.25 
Wages, salaries, 


national insurance 12,550,934 
Holidays with pay ... 373,85! 25.88 
POIGGE. 5... 6cis sc sacs 150,000 


General expenses in- 
cluding rents, rates, 


‘imsurances.......... 991,659 1.96 
Delivery charges ...... 2,054,199 4.06 
Retained in the busi- 

gees 522.0228. 1,435,462 2.84 
Fusstiod’ 2.25 ie 1,958,123 3.87 
Dividends to Stock- 

IN hidctye 2 cscs cee - 574,686 1.14 


50,538,522 100.00 


PROGRESS OF DEVELOPMENT SCHEMES 


The company has pursued its development 
programme with all the speed which the 
difficult times have permitted. During the 
three years since the end of the war great 
progress has been made which can be 
measured by the fact that over £ 10,000,000 
has been spent. The present state of the pro- 
gramme is as follows: 


Since the blast furnace plans at Appleby- 
Frodingham were prepared discoveries of 
ways of treating the company’s iron ores to 
increase furnace outputs have been made 
which may enable the required pig-iron out- 
put to be achieved without building new 
furnaces. The construction of the ore pre- 
paration plant which is proceeding will enable 
these discoveries to be applied to their full 
extent. 


The new melting shop to replace the old 
Frodingham shop has been in operation for 
nearly two years and has yielded greater out- 
puts at lower costs. Modernisation of the 
section mills is also complete, the central 
engineering shops have been built, and many 
minor schemes of improvement have been 
finished. This reconstruction, with greater 
outputs in both the blast furnaces and the 
melting shops and various improvements 
effected in the plate mill, has raised the 
output of both plates and sections by about 
a fifth compared with three years ago. 


At Steel, Peech and Tozer the modernisa- 
tion of much of the plant is a long-term task 
which must be carried out gradually to avoid 
interference with production. Many improve- 
ments have already been effected in the 
melting shops (including conversion of the 
Templeborough melting shop to oil firing) 
which have hel to increase production. 
Mechanisation the railway spring shop is 
complete and the wheel department has been 
completely re-equipped with the most modern 
plant which is giving a greatly increased 
output. 


The programme at Samuel Fox and Com- 
pany is practically complete and the efficiency 
and economy of all the steel processing and 
finishing departments have been greatly in- 
creased. The only major development still 
to be finished is the stainless sheet mill 
which Firth-Vickers Stainless Steels, Limited, 
and the company are erecting in partnership. 


At Workington also the programme is 
almost finished. The cogging mill has been 
replaced and fitted with an electrical drive. 
The rail bank has been reorganised and ex- 
tended. Power generating plant has been in- 
creased and a large modern steam-raising 
station comprising four water tube boilers 
fired by surplus gas or by oil is being in- 
stalled. Two boilers have been at work for 
more than 12 months but completion of the 
remaining two has been delayed owing to 
priority being given to electric power stations. 


The duplication of the coke ovens of the 
United Coke and Chemicals Company at 
Orgreave will be finished by the end of the 
year and plans and experiments for the 
manufacture of additional chemicals are well 
advanced. At the Scunthorpe ore mines the 
first underground working is approaching the 
stage when production will start, Further 
reserves of ore have been secured, and output 
has been i by the introduction of 
additional and more efficient machinery for 
open-cast working. Three large additional 
gasholders each of three million cubic feet 
capacity have been completed, one at Work- 
ington, one at Samuel Fox and Company and 
the third at Orgreave. 
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POWELL DUFFRYN LTp, 
CHAIRMAN’S REVIEW OF ACTIViTIEs 


The annual meeting of this 
held on October 26th. 


The following is an extract from the 
‘ State. 
ment of the chairman, Mr Ed L 
Hann, ee 


_ Profits for the year do not include interim 
income for the last quarter since legal effect 
has not yet been given to the Government’; 
decision to continue payment. The dividend 
is maintained at 8 per cent. for the year 
without depleting the carry-forward, 


_ As the ownership of Tredomen Works was 
in dispute, it was referred to arbitration. 
The award vested the works in the 
National Coal Board. This does not affect 
profits for past years as credit has been taken 
only for interim income estimated to be re 
ceivable if the works vested. 


Very little progress has been made in 
South Wales towards settlement of com- 
pensation, either in allocating the award of 
£14,231,000 to colliery companies or in 
determining the amounts of compensation 
payable for the ancillary assets taken over, 
which for your company comprise carbon- 
isation and tar distillation plants, patent fuel 
works, electricity generating stations, Phurna- 
cite plant, houses, farms and other assets 
which now include Tredomen Works. 


company wis 


It is difficult to understand why District 
Valuation Boards were not set up long before 
Dec., 1948. Boards are only now start- 
ing to carry out physical inspections of assets 
which vested in the Coal Board on Dec. 31, 
1946, and which have to be valued as at that 
date. There seems no reason to change the 
opinion that compensation proceedings will 
not be completed before 1952. 

The increase in output of coal has dis- 
appointed those who hoped for increased 
exports. The future of the coal export trade 
depends on the ability of this country t 
export traditional quality at competitive 
prices. Delay in obtaining this is dangerous, 
as other countries, increasing their output, 
are becoming less dependent on imports and 
some have more available for export. Unless 
more coal is produced at cheaper prices there 
will be little left for the British exporter of 
his overseas markets. 


Cory Brothers and Company, Limited, and 
Gueret, Llewellyn and Merrett, Limited, 
have made continued progress, Cory Brothers 
in particular having had a most successful 
year. These companies, together with Maris 
Export and Trading Company, Limited, 
have been able to take their fair share in the 
modest increase in the quantity of coal avail- 
able for export. 


The results of Stephenson Clarke have 
been satisfactory and further progress has 
been made in the replacement of theit wat- 
time shipping losses. 


The output of Cambrian Wagon Works, 
Limited, continues to expand, and additions 
now being made will enable the company © 
widen its range of manufacture to meet 
changing demand for rolling stock at home 
and abroad. 


Powell Duffryn Technical Services, 
Limited, has experienced a year of cee 
and progressive develcpment. n 
utilisation side, much valuable work has beet 
carried out for industrial undertakings, | 
branch offices have been opened at Birmuing- 
ham, Sheffield, Newcastle and Glasgow, © 
serve the surrounding industrial areas. 

Powell Duffryn Carbon Products, Limi 
has completed the extensions to 1 
and is now equipped for the manufacture of 
carbon for electrical, chemical and 
lurgical purposes. 

The report and accounts were adopted. 
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FERRANTI, LIMITED 
DEVELOPMENT PROGRESS 


-fourth annual general meeting 
ee Limited, was held on October 


a2 Vincent de Ferranti, M.C., M.I.E.E., 
the chairman and managing director, 


following is an extract from his state- 
>» which was circulated with the report 
accounts : — 
. my speech last year I referred to the 
extension of menufacturing facilities that we 
had put in hand to enable us to play our 
in the rebuilding and development of the 
country’s generating capacity and to obtain 
our share of the considerable demand from 
abroad for large transformers. We have 
made material progress in this direction. The 
net increase of £257,684 in fixed assets is 
mainly accounted for by the completion of 
our foundry extensions and expenditure on 
ihe construction and equipment of the new 
yansformer shop. We hope the latter will 
be completed by the end of this year. 

In the course of the year we obtained per- 
mission from the Exchange Control Authori- 
ties to remit one million dollars (£248,294) 
to our Canadian company against their issue 
of new shares, and were thus able to provide 
them with a part of the increased working 
capital, called for by the development of their 
business, which had _ previously been 
furnished by their bankers. 

The Canadian company further increased 
theit issued capital by capitalisation of un- 
distributed profits to the extent of $500,000 
({124,069). The issued capital of the 
Canadian company is now two million dol- 
lars and the items referred to above account 
for the increase of £372,363 in our share- 
holding in subsidiary companies. 

The general reserve, which last year stood 
at £536,000, has been increased by absorp- 
von of the contingency reserve of £150,000, 
which is no longer required, by the bonus 
issue received from the Canadian company 
of $500,000 (£124,069), and by the allocation 
from this year’s profit of £139,931, leaving 
the amount of the general reserve at the date 
of the balance-sheer £950,000. 


INCREASED NET PROFIT 


The trading profit for the year, together 
with dividends on investments, amounts to 
£481,222, as compared with £397,201 for the 
year ended June 30, 1948. The net profit 
amounts to £178,818, an increase of £35,430 
on last year’s figures, and if the directors’ 
recommendations are approved, there will 
itmain a sum of £139,931 té go to increase 
the general reserve account and £1,637 to 
infease the undistributed profits carried 
forward, 

_ The subsidiary companies’ activities dur- 
ing the year under review have resulted in 
net loss of £45,791. The Canadian com- 
pany has been passing through a period of 
Teorganisation and its trading results were 
y affected by labour unrest in the 
ter part of its Senin year, which < 

in two strikes oc ing i a 

ag ly curring in May 
_ We ate glad to say the company is again 
m and we hope that it will rot 
have any recurrence of these troubles in the 
oe year and will start to reap the benefit 

the reorganisation. 

i the year the output of the concern 
Femained constant, increases in trans- 
mers and vue work making up 
: S$ im electricity service meters, 
matruments, radio, domestic appliances and 
rapes _ Of our total output, 35 per cent. 

We exported, 

© €xpect our output in transformers to 
a increasing during the year ahead to 
with the record order book of the com- 


Tepert was adopted. 
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TRINIDAD PETROLEUM DEVELOPMENT 


MR KENNETH MOORE ON 


The annual ordinary general meeting of 
the Trinidad Petroleum Development Com- 
pany, Limited, was held on October 25th at 
the registered office of the company, River 
Plate House, Finsbury Circus, London, E.C., 
Mr Kenneth A. E. Moore, F.C.A. (chairman 
of the company), presiding. 

The secretary (Mr J. Mvtton) having read 
the notice convening the meeting and the 
report of the auditors, 

The Chairman said: The accounts before 
you today, read in conjunction with the direc- 
tors’ report, give you, I hope, as full and 
lucid a picture of the company’s affairs as is 
practicable within the scope of such docu- 
ments. There is no need, therefore for me 
to take up your time today by a tiresome 
recapitulation of the principal figures and 
you would prefer, I am sure, that I should 
deal rather with the troader espects of the 
company’s affairs. 

In the first place, while all sorts of things 
are happening in the outside world which 
directly or indirectly impinge upon our for- 
tunes, the work of the company—the search 
for, and production of, oil in Trinidad—goes 
on steadily and energetically. 


OIL PRODUCTION AND GEOLOGICAL 
INVESTIGATION 

Thus, in the past year, we have pressed on 
with the routine production of oil from exist- 
ing wells, with the work of drilling new 
wells, both in proven and non-proven areas, 
and with preparations for the extension of 
the search for oil to the Morvga district. 
We have also taken the opportunity to 
acquire oil rights on additional territory, a 
policy which, over the last twelve years, has 
more than doubled the area cver which we 
are free to operate. All the time constant 
geological investigation is going on with the 
object of adding te our knowledge of our 
potential reserves of oil and of improving our 
chances of obtaining commercial production 
therefrom. 

During the past year also we have suc- 
cessfully raised the additional capital which, 
we foresee, will be required to cover the cost 
of the further stages of development at 
present envisaged. 

Meanwhile, as I have already indicated, 
events and circumstances quite external to 
the fundamental work of the company, and 
quite beyond our control, exert their in- 
fluence on our affairs. 


OIL PRICES 

During the past financial year the most 
notable of such occurrences was the excep- 
tionally mild winter in the Eastern States of 
North America which led to a glut of heavy 
fuel oil and so to a substantial fall in the 
Gulf Coast export price for that class of oil. 
As a result, the effective price received for 
our production began to decline in Decem- 
ber, 1948—a decline which persisted right 
up to the end of the financial year. To 
counteract the consequential fall in our 
profits we took the old-fashioned but politi- 
cally unpopular course of doing our best to 
increase production and to reduce ex- 
penditure. 

Success was achieved under both heads, 
with the result that the profit for the year, 
though inevitably reduced by the fall in price, 
was by no means unsatisfactory, and has 
enabled us, while maintaining our dividend, 
to add £50,000 to general reserve. In this 
we were helped by the fact that, at long 
last, our liability for taxation, including war- 
time taxation, was finally agreed down to 
July 31, 1948, at a figure rather less than 
the reserves built up over the years to meet 
the estimated hability. 


DEVALUATION OF THE £ 


Since the end of the financial year some- 
thing has occurred which very materially 


EFFECTS OF DEVALUATION 


affects our fortunes—namely, the devaluation 
of the pound in relation to the dollar as 
from September 18, 1949. 

Oil is international in character—almost a 
currency in itself—since it can be shipped 
to any country and sold for the currency of 
that couniry by reference to basic world 
prices, which, for most practical purposes, 
can be taken to be the Gulf Coast expert 
prices. 

We sell our oil by reference to those prices 
and, therefore, in terms of US dollars, thus 
the immediate effect on our fortunes is that, 
in terms of sterling, we are, since September 
18th, receiving some 43 per cent. more for 
our oil than we were immediately before 
devaluation. 

It is necessary to bear in mind that a pro- 
portion of our expenditure, notably that for 
Trinidad Government royalties and for pur- 
chases of plant in the USA, is on a dollar 
basis, but our remaining expenditure—by 
far the larger proportion—is in sterling. It 
is, therefore, obvious that, all other things 
being equal, devaluation is likely substantially 
to increase our trading profits until the 
inescapable secondary effects of devaluation 
make themselves felt. In the meantime I 
need hardly remind you that with the in- 
creased profits tax imposed last month, taxa- 
tion will take an even heavier toll than in 
the recent past. 


OIL RESERVES 


With regard to our reserves, we have for 
years past been adding to the area over which 
we hold oil rights, which now amounts to 
55,780 acres, and it is the view of our 
geologists that, in the proved areas alone, 
which cover only about one-third of the total 
area, there are reserves sufficient to cover 
the present rate of production for many years 
to come. reserves, we hope, will be 
increased by our exploration of the Moruga 
district and other areas which will be drilled 
up in due course. 

Relations with labour have continued to 
be good during the past year and our workers 
greatly appreciate the improved medical and 
welfare arrangements which we have been 
previding increasingly in recent years as our 
progress justified. We have extended Dalley 
Village during the past year and built a 
number of additional houses, and you may 
rest assured that, as employers, we are pur- 
suing an enlightened policy in these matters. 

mander Lavington and Lord Rothes 
visited the field earlier this year and were 
well satisfied with the state of our organisa- 
tion there. It is, I can assure you, a credit 
to the company and is making an important 
contribution to the economic and general 
welfare of Trinidad. 


SOUND POSITION 


Summing up, I think it fair to say that 
the affairs of the company are in good shape 
—we believe our reserve ition to be satis- 
factory, our financial position is strong, and 
we have a most competent and devoted team 
in Trinidad carrying on the day-to-day work 
of the company. To Mr Bennett, our general 
manager, and to all our staff and empleyees 
in Trimidad, we tender our most sincere 


s. 

The report and accounts were unanimously 
adopted and the dividend of 123 per cent., 
free of tax, making 16} per cent., free of 
tax, for the year ended July 31, 1949, was 
approved. 

retiring director, the Rt. Hon. the 
Earl of Rothes, was re-elected, and the re- 
muneration of the auditors, Messrs Josolyne, 
Miles, Page and Company, having been 
fixed, the i terminated with a4 
hearty vote of thanks to the chairman, 
directors, general manager and siaff in 
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Investment Statistics 


Company Notes 


United Steel Companies.—Balance of 
trading profit declined from £3,935,651 to 
£3,767,659 in the year to June 30, 1949. 
Net profit was £3,225,372 (£3,372,315). 
Output of steel in the period was a record at 
2,042,000 tons (1,896,000 tons). Turnover 
increased from £43,500,000 to £50,538,522 
Group fixed assets were £20,863,127 
(£17,586,224) at the year-end; met current 
assets were lower at £1,993,144 (43,728,112). 


Calico Printers’ Association.—Net profit 
increased from £429,704 to £436,150 in the 
year to June 30, 1949. The result for 1947-8 
benefited by a credit of £113,104 in respect 
of income tax deducted from dividends. 
Dividends in 1948-9 have been charged net. 
Consolidated net profit was £663,549 
(£906,147) after charging £1,019,974 
(£801,440) taxation, £947,492 (£646,536) for 
maintenance, depreciation and repairs, etc., 
and after the transfer of £261,018 (nil) to 
stock reserve. The dividend has been in- 
creased from 5 per cent to 8 per cent for the 
year. 


Crabtree Electrical.—Consolidated trad- 
ing profit increased from £283,826 to 
£349,346 in the year to July 31, 1949. Net 
profit amounted to £122,310 (£136,875). A 
total distribution of 175 per cent for the year 
is cecommended., 


Baidwins (Holdings).—Total income in 
the year to September 30, 1949, amounted 
to £527,304 (£526,083). A total dividend 
of 16 per cent for the year is recommended. 


Eastwoods Ltd.—Group trading profit 
increased from £274,491 to £281,971 in the 
year to March 31, 1949. Net profit 
amounted to £82,647 (£72,406). The divi- 
dend is unchanged at 8 pet cent 


Oriental Telephone and Electric.—Toral 
profit amounted to £121,340 (£112,415) in 
1948. The dividend of 16° per cent is 
unchanged. 


Mufulira Copper Mines.—Production of 
blister copper increased from 53,360 long 


tons to 70,966 long tons in the year to 
June 30, 1949. Operating surplus amounted 
to £4,785,366 (£3,227,581) and net profit to 
£1,723,362 (£1,132,908). A final dividend 
of 5s. per share is recommended making 
8s. 6d. per share for the year (in 1947-8 a 
single payment of 7s. 6d. per share). 


Peruvian Corporation.—The scheme ot 
the Peruvian Corporation to extend the 
moratorium on its debentures has been 
passed by a majority of the debenture 
holders. A petition is now being presented 
to the High Court for the Court’s sanction. 


Rhodesian Selection Trust.—Total in- 
come for the year to June 30, 1949, 
amounted to £734,754 (£648,648). A final 
dividend of 1s. 6d. per share is recommended, 
making a total of 2s. 6d. per share for the 
year (compared with 2s. 3d. for 1947-8). 


Mexican Eagle Oi!.—The resolutions for 
the repayment of the paid-up capital to the 
extent of 7 Mexican pesos per share have 
been duly passed at an extraordinary general 
meeting of the company. 


Capital Issues 


W. and R. Jacob (Liverpoo!l).—Applica- 
tion has been made for permission to deal in 
the issued share capital of carn in 
£75,000 6 per cent cumulative £1 first prefer- 
ence shares, £200,000 in 6} per cent cumu- 
lative £1 second preference shares and 
£300,020 in 5s. ordinary shares. Profit sub- 
ject to taxation for years ended December 
31st: 1939, £139,212 ; 1947, £162,579 ; 1948, 
£203,185. Assets as at December 31, 1948: 
Fixed assets, £754,072 ; total current assets, 
£890,494 ; net current assets, £619,886, 


G. N. Haden.—Lists opened and closed on 
October 27th for the issue of 250,000 5} per 
cent. cumulative £1 preference shares at 
20s. 6d. per share. Capital after the issue 
will consist of £582,930 in £27,200 8 per 
cent cumulative {1 preference shares, 
£250,000 in the preference shares subject of 
the issue, and £305,730 in 5s. ordinary 
shares. Profit subject to taxation for years 


ended December 31st: ane 15 
41,554; 1948, £139,379. ‘ Anat 
cember 31, 1948: Fixed assets, £39,381 : 

total current en, 1761,502 ; current 

assets, £545,560 é on 


St. Helena Gold Mines.—Share 
to be offered 1,250,000 10s. oedelnts Sinn 
at 37s. 6d. per share i in the proportion of one 
new share for every four shares held. “A 
further 1,250,000 shares are to be subscribed 
for by six finance houses. 


F. W. Woolworth.—Treasury approval 
been given for a 100 per cent script bon 
issue to capitalise £7,500,000 from t and 
loss account. Holders of the £7,500,000 
ordinary stock in 5s. units registered on 
November 5th will receive one new share for 
each share held. 


Grattan Warehouses.—Sharcholders are 
to receive by way of bonus distribution one 
new 5s. ordinary share for every three $s, 
shares held. The issue will capitalise 
£125,000 of reserves. 


New Issue Prices 


Issue | Price, 
Issue Price | Oct. %, 
(a) 
Acrow, 53 % Pref. +e 
Ambler (].), Deb. 1004* 
Barbados Elec., Pref. 20 6* 
Beecham Food, Pref. ..,..... 210° 
Clarke (T.), 2 a oe ; ! 
Crow the r (Holdings) ‘Pref. 22/0 
Fattorini, Pref 20 3° 
bisons . 
Goldthorpes, “9. bees 
Gray's Carpets, Deb. .......... 
Harland Eng., 5 > 
Do. Pref., 10. (66 paid) 
Liebig'’s, 44°, Pref. ... ; 
leeland, 44°, (425 paid) . as 
New Zealand 33°, (£10 paid) 
N. Rhod., 1963-6 
Rotary Hoes, 5 
Smith, W. H. (Hildg.) A 
. B4 FF 
» 
Bo. 7% Pref. . Sees 
Vereeniging ist. 1. 
Whitbread, Deb. (420 paid) .. 
Wilmot-Breeden, Pret. 


® Piacing. 


SECURITY PRICES AND YIELDS 


A fuller list containing 371 securities appears weekly in the Records and Statistics Supplement. 


Notes on the following company reports 


appear in the Supplement : United Stee! Companies ; John I. Thornycroft; Eastwoods Ltd. 


Year 1949 Price, 
Jan. 1 to Oct. 26 


” High 


Name of Security 


UND: 
\War Bonds 24%, Aug. 1, 1949-51 10048 
Exch. Bonds 14% | Feb, 15, 1950 100} 
‘War Bonds ae er , 1951-53) 1004 
'\War Bonds 24 Mar i 1952-54 10043 
‘War Loan 34% ater Das 1, 1952); 953 


|War Bonds 15, 1954- 56 1008 
‘Fonine 2 1023 


Nat. Def. 103} 
War Loan 3% Det. is 1956-59... 
ler. Bonds oy mt 38 si 

unane 3 ir 
94 | Funding wg 15, 1959-69. . 
li Oa \ Funding # 
103% i — i 
993) | 905 | ay 
ng | 107 Viel "Boobs %, Sept. 1, 1920 
03% | 918 ‘Sav. Bonds 3% Ai a 
lok 1014 |\Consols 4% (atter Feb. 1, 1957). .| 
91 Per. % (alter Apr. 1, 1961). 
66 . Stk. 24% latter Apr. 1, 1975), 
81 Treas th So (after Apr. 5, 1966). ' 
Oct. 1, 4 


H 1968-73, 
ay 1974-77!) 
Ga. ae 1, 1978-88) 
oe ie pt 3 2, 1988. 4s 9 
87 88hxd 


. 


sS59383) 


a5) 


ees 
cent and 4 per cent) on which yields 


and marked ‘¢. , (mH Net yields are calculated alter allowing tor tax at 9. m 
if) Flat yield. * Assumed average life 15 years 6 manths. . 


Price, Yield, Vield, 
‘Oct. 19, Oct. 26, Oct. 26, 
i949 


eG Ms out on. _ — that all dated stocks will be 
yields are marked ‘”. To this rule there are two e 


wet j TOSS Prices 

oe Year 1949 Last Iwo 

a ee On ms Han. 1 to Oct, 26 Dividends 
tn) High Low 


s. 
1 se | on 
| ist = 
a 
80/3 | 69/6 
82/6 69/6 | 
33/10} 22/6 | 
81, 67/3, 
181/9 134/ 
f 104/44 ait 
38/9 
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are taken to earliest date 


% 
(d) 
(d) 


1 
Oe NBritish Oxygen Ort ci 
@ | Courtaulds, 

20 + | Distillers Co., Ord 

8 © |Dormaa Long, ese: 
15 ¢ Iron Chews food . £l.. 

3 a’ timp Ind., Ord. Stk. il 
48} > ‘Insperia! Tobacco, él.. 

. ¢ |Lanes, Cotton, Ord. Stk. fll 
lha “London Brick, Ord. Stk. fil 
1/4 © |}P’chin J'nson, Ord. Stk, 10/-| 

8a, iP. & O., Det. eG? 
477 tise| |Prudential, ‘A “£1 


iy Gee Sasa 
a 


ib) Finai. 
redemption date. 


| Price, Price, Yield, 
| Oct 13, Oct. 26, Oct. B, 


Name of Security 
1949 1949 1949 


| 
|| OTHER SECURITIES 
Australia 53% 1965-69 
Birmingham 23° ee i. 
¢ jAnglo-American 
@ t}Anglo-lranian Oil 
@ | Assoc, Electrical, ey fi. 
@ | Assoc, Port.Cem.,Ord. Stk. 41) 
¢ || Austin Motor,‘A’Ord, Stk. z 
6 Barclays Bank, Ord. * 
@ Bass Ratclift, Ord 
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_ Lever & Unilever, Ord. {1.. 


SeRsesgeses: 


a 
2 one oO 


SEFU 


Stewarts & Lloyds, Det. £1. 


ee 


| Turner & Newal!, Ord. Stk. £1 
Woolworth (F W.), Ord 5/1 
K 


ee 
nas 
~~ 


(c) Whole year. 1d) Int. paid hait-yearty, '@) 10a 
1 Free of tax 
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Statistical Summary 


EXCHEQUER RETURNS 


For the week ended October 22, 1949, total | 


Ordinary revenue was £49,080,000, against 
Ordinary expenditure of £62,326,000 and issues 
to sinking funds £360,000. Thus, including 


: rd allocations of £9,767,000, the deficit | 

se since April Ist is £45,169,000 compared 

with a surplus of 4223,618,000 for the corres- 

ponding period a year ago. 

onpINARY AND SELF-BALANCING REVENUE 
AND EXPENDITURE 






Receipts into the 
Exchequer 
(/ thousand) 













April | April 
Revenue ia 1 | Week | Week 
1949 5 to to ended | ended 
Oct. Oct. | Oct. | Oct. 


23, 22, 
1948 1949 


23, 
1948 


22, 


| 1949 














EVENUK | | 
eae Fs sae 1490000432, 802, 426,052} 11,043, 9,502 | 
Surtax ........- 205,000) 27,000° 37, 650. 800 
Eetate, ete, Duties 176,000, 98,700, 106,8 2,150 8,900 
Stamps.......-.- 48,500) 31,113 27,7 750 =700 
Profits Tax ..-- | o40 anal 82.531 150,060] 3,050 4,600 
RET. :...,+-- " { 62,400 24,6 1.050 200 
Other Inland Rev. —_ 1,000, 105 eas zs 


950 © 400 


19,643 25,102 


SperialContributn. 25,000} 17,550 14, 


jotal Inland Rev. 2085500) 752,201 787, 





CaMbRO <aee 2+ ++ £29,650, 455,401 442,573, 11,427, 10,782 
Bacse ...ssss 665,600) 396,900 370,400) 15,500 13,100 
Total Customs & | 

Breve «6.2 1495250, 852, 301, 612,973) 26,927 23,882 
Motor Duties... . 54,000} 10,368 10,355) 122 
Surplus WarStores 44,000, 68,383. 63,967] 58 26 


‘ Receipts 
from Trading.. 18, 

P.O, (Net Receipts) 

Wireless Licences . 


826 14,04 


12, 4,175 4,59 
1, 400 
Reeeipts from oid aisdel ob 

5 v+} 20, 442, y 
vill Receipts, | 50:00) 


Total Ord. Rev... 3777 


90,601 43,4 | 4338 “20 
ad 1747324 51,085, 49,080 

























Saute BALANCING 
Post Office... . . . 159.6 81,280 84, 3,370 3,000 
Income Tax on 1949 | 
s| 89 
EP.T. Refund eG : 161) 361 July 22 | 170-0 | 299-5 
Tolal....... 39450801874031 18378211 54,636 52,441 |» 190-0 | 321-6 
200-0 “4 
Issues out of the Exchequer ans » a. a; 
| to meet payments ” 39 | 200-0 | 287-4 
| (4 thousand) - 26 | 220-0 | 263-5 
Esti- “April April % a 2 | 220-0 | 305-9 
. 1 Week | Week 3 . 
- asd louse Pg | 230-0 | 280-6 
» 46 | 220-0 261-9 
» 23 | 230-0 | 277-6 
» 3 | 220-0 | 283-3 
Giecneteus Oct. 7 | 230-0 | 272-8 
with tan of w 4 | 230-0 | 283-4 
Nat, Debt..... | 485, 3,145. 3,389 21 ' 230-0 | 2965 
Payments to N, | On October 21st a 
a 30, 14 
Other Cons. Fund i 
ess 12, | 246 
. ~~ {| —-} —___-___-- [| prices were accepted in full. 
Fotal te teteeeesy 527,000) 301,274 303,404 3,159 3,635 
Supply Services .. 2802707)1254092 1479324] 54,660 58,690 | in full. 


Total Ord. Expd, . 3329707 1555366 17827 2 
Sinking Funds . . . = 9,413 9,76 


Total (excl. Self-, 
Bal, 


57 819 62,525 
3820 360 





58,201 62,685 
} 
' 


175,779 to 
Nati inereased 
Mss National Debt by £176,050,624 to £25,623 million. 


After decreasing Exc 
€ Exchequer balances by 
{2,198,230 the other cpursthies for the wee 


- ‘ P » Bonds :— 
NET RECEIPTS (£ thousand) — 
Ciematograph Film P . taaps ‘ Receipts. ......ceeeceoes 
aan cpa oy Bs ere eee 
NET ISSUES (£ thousand) Net Savings ............ 
Aw Ore Telegraphs 2... 6.65 os nbins ers 425 | P.O. and. Trustee Savings 
renee Trae Gasiice KG LLG ase. ogh 442 Banks :-— 

‘Uarantees Act, 1939 and Export Receipts. ......cecedanne 
aes SOUR ac. CER Cote ee sire Repayments .......4.+-- 
Coal Tndustey: Ns Loans Act, 1945, s. 3(1)........ 9,050 
Cotton Nationalization Act, 1946, s. 34(1) . 1,000 Net Savings ..... sete.» 
Oversea, Buying) Act, 1947, 5. 21(1) >.” “3,000 : 

Bretton 8 Development : Overseas Food 350 Total Net Savings......... 
Finannt Woods Agreements Act, 1945, s. 2(1)...... 148,036 | Interest on certificates repaid 
Acts, 1946 and 1947, Post-war Credits... 320 | 


CHANGES IN DEBT (£ thousand) 


Receipts 
Treasury Bills .... 51,438 
25% Def. Bonds. . . 124 
Tax Reserve Certs. 2,111 

| Other Debt —— 

Internal ....... 132,863 
External ...... 757 

| Ways & Means Ad- 
WONT Sis 90 cee 30,245 
217,538 


PAYMENTS 

Nat. Savings Certs. 
3% Def. Bonds... . 
25%, Ter. Annuities 
Treasury Deposit 
Receipts ....... 


FLOATING DEBT 


4 omilhon: 













s 


Aug. 6] 2230-0) 2247- 
2260-0 | 2228- 


2380-0 2251- 
2430-0 | 2238- 
2490-0 | 2272- 
2540-0 | 2241- 
4813-9 


2650-0 | 2226+ 
2710-0) 221s- 
277)-0, 2210: 


ereunn KNUe~ 


! 
1949 | 
July 30]2210-0| 2266- 


— a 






being offered for October 


Repayments ......- eae 


Net Savings .......«+5. 


remaining bvested 





treasury Means 

Det Bills Advance- 

| Bank 
; Public > 

| Tender, fap | Depts.) Eng- 





| Interest accrued on savings 


162,628 | 


Ways and 


land 










24-0 
1199-0 
1189-0 
1169-0 

1*25 [1122-0 

0°75 | 1078-0 

1:5 | 1026-0 

4-8 970-5 

5°35 0 

4-3 “§ 

2-5 % 

1:5 “f 


TREASURY BILLS 


4 million) 


1-57 

170-0] 10. 6-39 
190-0 10 4-99 
200-0] 10 53% 
210-0} 10 6-03 
200-0} 10 5-64 
220-0] 10 §&-33 
220-0} 10 2°58 
230-0} 10 3-23 
220-0 10. 3-46 
230-0} 10 3-32 
220-0} 10 5-84 
230-07} 10 5-92 
| 230-0] 10 5-84 
| 230-0 10 5-64 

















Cota. 
Float- 
mg 
Debt 


6416-9 | 


51 


70 
60 
4 
59 
76 
80 
77 
70 


Sa3 


lications for bills to be paid on 
Monday, Tuesday, Wednesday, Thursday and 
were accepted as to about 69 per cent of the amount 
applied for at {99 17s. 4d. and applications at higher 


Friday 


Applications for bills to be 


28th. 


paid on Saturday were accepted at 499 17s. 5d. and above 
£230 million (maximum) of Treasury Bills are 
For the week ended 
October 29th the banks will be asked for Treasury 
deposits to a maximum of {20 million at 6 months. 


NATIONAL SAVINGS 
({_ thousand) 
nT ae ae on hee 


Week Ended |Apr. 1 to 
Oct 16, Oct. 15, | Oct. 15, 
1948 1949 1949 


12,789 13,008 
11,163 12,475 








1.218 Dr. 139 
405) | 398 


t 
2,332 2,366 

















BANK OF ENGLAND 
RETURNS 


OCTOBER 26, 1949 
ISSUE OEPARTMENT 








£ 
Notes Issued:- ‘ ' Govt. Debt... © 11,015,100 
In Cireulation 1258,725,999 , Other Govt. 
In Bankg. De- | Securities ... 1288,281,047 
partment .. 41,630,824 Other Sees... . 694,085 
Coin (other 
than gold)... 9,768 
Amt. of Fid.--———-——— 
Issues ...... 1300,000, 
Gold Coin and 
| Bullion = (at 
} 248s, per oz. 
| SS iwecvicas 256,823 
130,356,823 | 1300, 356,823 


BANKING DEPARTMENT 


£ £ 
Capital ...... 14,553,000 Govt. Secs.... 402,708,941 





ey e 3,229,969 Other Secs.:— 50,313,846 
Public Deps.:- 76,815,296 Discounts and 
Public Accts.® 14,033,982 Advances...  23;282,249 
H.M. Treas. Seeurities.... 27,031,597 
Special Acet. 62,781,314 
{ 
Other Deps.:- 405,729,417 | 
Bankers. .... 298,456,109 ' Notes........ 41,630,824 
Other Accts... 107,273,308 Coin......... 5,674,071 
600,327,682 500,327,682 
* Including Exchequer, Savings Banks, Commissioners 


of National 


bt and Dividend Accounts, 













ssue Deft, :— ' 1 
Notes in circulation... .. 1230- 81261-8'1259- 5,1258-7 
Notes in banking depart- 


ment... 
Government debt and 


{ 
securities® .. 2... ceeee $1299- 21299°3'1299-3'1299-3 
Other securities......... Q- 0-7 0-7; O-7F 
Cus sii is pil emt vr aye amie ane 
‘adued abs. per Of... 2/8 2 ' i / 
Banking Dept. :— 
Deposits :— | 
Accounts ........ 8-7 14-0, 14-0 
Treasury Special Account 49-4 49-4 62-8 
TE oh cok ncccuss eae 301-1 307-0 298-5 
et TOT Pee 97-6 96-7 107-3 
y | eR Mc éomevans 456-8 467-1 482-6 
Securities :-—- | 
Government........ 380-4 394-2 402-7 
Wb n} kesaess 26-6 20-1 23-3 
MP peatecusaecd ned > 23-4 24-0 27-0 
on Ccomeceve cevecece = = 7s 
anking dept. °, % % 
“ Proportion ”....... ne $6 ‘$9 $8 





* Government debt is £11,015,100, capital {14,555,000 
Fiduciary issue reduced Shean £1,350 million to £1,300 
million on September 28, 1949. 


“Tue Economist” INDEX OF WHOLESALE 








PRICES 
(1927 = 100) 
Oct. Oct. 
WU; |, ,25, 
| 1949. | 1949 | 
146-3" | 146-5 
} 147-3 | 147- 
| 191-7 | 197- 
| 274-6 272- 
| 148-2 150- 
peenncnenteieantntel 
Complete Index ........ 163-2 | 173-4 | 175-7 
Siicasiicencsiteeievonascecnieeh 
1913100 _.,.++:53---. | 224-0 | 238-6 L es. 
* Revised, 


GOLD AND SILVER 

The Bank of ‘s official buying price for gold 
was raised from 172s. 3d. to 248s. Od. per fine ounce on 
September 19th and the selling price to authorized dealers 
from 175s. Od. to 252s. Od. per fine ounce. Spot cash 
prices during last week were as follows -— 





















Aiea) at onde vine MOIR» ni BAN EH My AB ey S 





+ Sa INR ry, alg 


lle ih seh NIE 1 Ala Sas A ins 
* ae 


“s — — - ” 
ix . oe. 
ach ARR ties oe (isco ycapie sth iain snail tae Soaty Si aioe en 77 themed sn oy 
rpms pie pg th ag tte yy Sg y nynyies i ‘ i reg mw insect nbn eco SA cena 
ANG gE LESS ORG OND to 8 an i = AB > PEGE WO: Sy Siete ‘ ‘ sith Paiste 


PDL IE Sgn RAIN BIS! A Rial EEE I ot 


a + oS 
Att oenee iat 
le RES oe 
a: 


THE 
EASTERN 
BANK LTD 


Subscribed Capital £2,000,000 
Paid-up Capital £1 ,000,000 
Reserve Fund £1,000,000 


Merchants and Manufacturers interested in 
trade with 
IRAQ, PERSIAN GULF, INDIA, PAKISTAN, CEYLON, 
SINGAPORE and MALAYA 
are invited to address enquiries to the 
London Manager 


2 & 3, CROSBY SQUARE, 
BISHOPSGATE, E.C.3 





CREDITO ITALIANO 


HEAD OFFICE IN MILAN 
130 BRANCHES IN ITALY 


ALL. BANKING TRANSACTIONS 


REPRESENTATIVES 


in Great Britain Pa ORESTE PETIT 
48/50, MOORGATE—LONDON, E.C.2 


w U.S.A. — AUGUSTO CASTIGLIONI 
67, WALL STREET—NEW. YORK 


IN SWITZERLAND sil ARTURO STOFFEL 
64, BAHNHOFSTRASSE—ZURICH 


IN FRANCE on ETTORE MELIS 
3, RUE TAITBOUT—PARIS 9 


in ARGENTINA = ARRIGO PARESCHI 
CANGALLO 456-ESCR. 209—BUENOS AIRES 


ww Brazic - ANTONIO RONCHI 


RUA XAVIER DE TOLEDO 316—SAO PAOLO 


G ritain by St. CLem Press, Lrp., : 2. weekly “Tue | 
at 22, Ryder Street, St. James’s, London, S.W.1. US. Sy BBs: i, fae. ak 6.—Saturday, October 29, 1949. 
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OTTOMAN 
B A N K FOUNDED 1863 


(Incorporated in Turkey 
with Limited Liability.) 
CAPITAL - £10,000,000 
PAID-UP - £5,000,000 
RESERVE - £1,250,000 








nana, COMMITTEE 


Paris : 
THE HON. T. B. MONEY-COUTTS CHARLES RIST 
S. E. ABBOTT, O.B.E. RENE ANN 
M. }. BABINGTON SMITH, C.B.E. REM! BOISSONNAS 
}. A. OREXEL SEPH ae. 
SIR ALBERT = Sess, Bart. LIPPE MALLET 
THE —_ HON. SCOUNT JACQUES DE NEUFLIZE 
GOSCHEN Gc SL, S.CLES C.B.E. EMILE OQUDOT 
THE LORD HILLINGDON LE ore ee 
SIR ORME G. SARGENT, G.C.M.G., PILLET- WILL 


K.CB. LOUIS RENAUDIN 
LIEUT.-COL. SIR ALBERT STERN, EDOUARD VERNES 
K.B.E., C.M.G. 
R. A. G. TILNEY, D.S.0., T.D., D.L. 


Branches and Affiliations throughout the Near East. Drafts and 
Telegraphic Transfers issued. Letters of Credit granted. Exchange 
and insurance Operations effected. 


LONDON : 20/22 ABCHURCH LANE, E.C.4 


MANCHESTER : 56/60 CROSS STREET 

PARIS : 7 RUE MEYERBEER 

MARSEILLES : 38 RUE ST. FERREOL 
ISTANBUL 


BANQUE ZILKHA 


S.A.E. 
CAIRO —ALEXANDRIA 
Eg ypt 
* 
A Merchant Banking House identified 


with the Near East through half a 


century of active service and experience. 


* 
Associated Banks: 


BANQUE ZILKHA, S.AL. 
BEYROUTH (Lebanon) — DAMASCUS (Syria) 


K. A. ZILKHA, Maison de Banque 
BAGHDAD (Iraq) 


Com, Reg. Caire No, 47908 
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